m ~ T

StanCorp . Toreies

Financial Group™

2011 Annual Report to Shareholders



UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2011

or

[ ] TRANSITION REPORT PURSUANT TO SECTION 18 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number: 1-14925

STANCORP FINANCIAL GROUP, INC.

{Exact name of registrant as specified in its charter)

Oregon 93-1253576

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

1100 SW Sixth Avenue, Portland, Oregon, 97204
(Address of principal executive offices, including zip code)

Registrant’s telephone number, including area code: (971) 321-7000

Securities registered pursuant to Section 12(b) of the Act:

TITLE OF EACH CLASS NAME OF EACH EXCHANGE ON WHICH REGISTERED
Common Stock New York Stock Exchange
Series A Preferred Share Purchase Rights New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: NONE

Indicate by check mark if the registrant is a wellknown seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes No []

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes [] No

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No []

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this
chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and post
such files). Yes No []

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter)
is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part II of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a

smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting

company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer Accelerated filer [ | Non-accelerated filer [ ] Smaller reporting company [ ]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes ] No

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant as of
June 30, 2011, was $1,866,535,131 based upon the closing price of $42.19 on June 30, 2011. For this purpose, directors and
executive officers of the registrant are assumed to be affiliates.

As of February 17, 2012, there were 44,357,908 shares of the registrant’s common stock, no par value, outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive Proxy Statement for its 2012 Annual Meeting of Shareholders are incorporated by
reference in Part II1.



INDEX

Part!
item
Lo BUSIIESS vttt e 1
TA.  RiSK FaClOrs ... it e it e i i e 10
1B. Unresolved Staff Comments ........... .. i 15
2. PIOPEILIES .« o oo e e e 15
3. Legal Proceedings ......... ... i i 15
4. Mine Safety DISClOSUIE ... ... ..ot e 15
4A. Executive Officers of the Registrant ........ ... ... i 16
Partll
Item
5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
SECUNILIES . .. i 18
6. Selected Financial Data ........ ... i 21
7. Management’s Discussion and Analysis of Financial Condition and Results of Operations .................. 22
7A.  Quantitative and Qualitative Disclosures about Market Risk . .......... ... oottt 60
Financial Statements and Supplementary Data .......... ... ... ... . . i 61
. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure ................. 120
9A. Controls and Procedures .. ... ... .. 121
9B. Other Information .......... . e 123
Part il
Item
10. Directors, Executive Officers and Corporate GOVEINance ..............c.coviiiiuiiiiiuunnneenunaneenea. 124
11, Executive COmMPENSAtiOn . .. ... ...uun ittt e 124
12.  Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters . ....... 124
13. Certain Relationships and Related Transactions, and Director Independence ............................ 125
14.  Principal Accountant Fees and SEIvICEs .. ... ...ttt 125
Part lli
item
15. Exhibits and Financial Statement Schedules ........ ... ... . . . . e 126
SIGMALULES . .. e 128

Exhibits Index .. ... e 129



Part I

Iltem 1. Business
GENERAL

StanCorp Financial Group, Inc. was incorporated in 1998 in Oregon. As used in this report, the terms “StanCorp,”
“Company,” “we,” “us” and “our” refer to StanCorp Financial Group, Inc. and its subsidiaries, unless the context indicates
otherwise. Our investor website is www.stancorpfinancial.com. We post on our investor website our annual reports on Form
10-K, our quarterly reports on Form 10-Q, our current reports on Form 8K and amendments to those reports filed or
furnished pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 (“Exchange Act”), as amended, as soon
as reasonably practicable after they are electronically filed with or furnished to the Securities and Exchange Commission

(“SEC”). The filings on our investor website are available free of charge. We also make available on our investor website our

Corporate Governance Guidelines, our Codes of Business Ethics (including any waivers granted to executive officers or
directors), and the charters of the Audit, Organization & Compensation, and Nominating & Corporate Governance
Committees of our Board of Directors. These documents are also available in print without charge to any person who
requests them by writing or telephoning our Shareholder Services Department, StanCorp Financial Group, Inc., 1100 SW
Sixth Avenue, Portland, OR 97204, (800) 378-8360.

We are headquartered in Portland, Oregon and are a holding company for our insurance and asset management
subsidiaries as well as for subsidiaries included in our Other category. Our insurance businesses offer group and individual
disability insurance, group life and accidental death and dismemberment (“AD&D”) insurance, group dental and group
vision insurance, and absence management services. Through our insurance subsidiaries, we have the authority to
underwrite insurance products in all 50 states as well as the District of Columbia and the U.S. territories of Guam and the
Virgin Islands. Our asset management businesses offer full-service 401(k) plans, 403(b) plans, 457 plans, defined benefit
plans, money purchase pension plans, profit sharing plans and non-qualified deferred compensation products and services.
Our asset management businesses also offer investment advisory and management services, financial planning services,
commercial mortgage loan origination and servicing, individual fixed-rate annuity products, group annuity contracts and
retirement plan trust products, and manage certain real estate properties. The subsidiaries included in our Other category
have owned and managed certain real estate properties held for sale, and operate our online financial life planning and

management service.

MISSION AND STRATEGY

Our mission is to exceed customers’ needs for financial products and services in growing markets where the application
of specialized expertise creates potential for superior shareholder returns. Our vision is to lead the financial services
industry in integrity, expertise and customer service. We operate in select financial products and services markets and seek
to compete on expertise, differentiation and customer service, while maintaining a strong financial position.

Our long-term strategy includes:

¢ Maintaining strong growth rates in traditional risk acceptance businesses (disability and group life insurance).

* Seeking to expand growth opportunities by increasing penetration in markets where we have limited presence.

¢ Further diversifying our earnings base, and taking advantage of market opportunities, demographic trends and capital

synergies by increasing our asset management businesses.

¢ Returning value to shareholders through strategic uses of capital.

Our ability to accomplish this strategy is dependent on a number of factors, some of which involve risks or uncertainties.
See “Competition” and “Key Factors Affecting Results of Operations” below and Item 1A, “Risk Factors,” of this Report.

STANCORP AND SUBSIDARIES

StanCorp, headquartered in Portland, Oregon, is a holding company and conducts business through wholly-owned
operating subsidiaries throughout the United States. Through our subsidiaries, we have the authority to underwrite
insurance products in all 50 states as well as the District of Columbia and the U.S. territories of Guam and the Virgin Islands.

Standard Insurance Company (“Standard”), our largest subsidiary, underwrites group and individual disability insurance
and annuity products, group life and AD&D insurance, and provides group dental and group vision insurance, absence
management services and retirement plan products. Founded in 1906, Standard is domiciled in Oregon, licensed in all
states except New York, and licensed in the District of Columbia and the U.S. territories of Guam and the Virgin Islands.
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Part I

The Standard Life Insurance Company of New York was organized in 2000 and is licensed to provide group long term
and short term disability insurance, group life and AD&D insurance, group dental insurance and individual disability
insurance in New York.

The Standard is a service mark of StanCorp and its subsidiaries and is used as a brand mark and marketing name by
Standard and The Standard Life Insurance Company of New York.

Standard Retirement Services, Inc. (“Standard Retirement Services”) administers and services our retirement plans
group annuity contracts and trust products. Retirement plan products are offered in all 50 states through Standard or
Standard Retirement Services.

StanCorp Equities, Inc. (“StanCorp Equities”) is a limited broker-dealer and member of the Financial Industry
Regulatory Authority. StanCorp Equities serves as principal underwriter and distributor for group variable annuity contracts
issued by Standard and as the broker of record for certain retirement plans using the trust platform. StanCorp Equities
holds no customer funds but provides supervision and oversight for the distribution of group variable annuity contracts and
of the sales activities of all registered representatives employed by StanCorp Equities and its affiliates.

StanCorp Mortgage Investors, LLC (“StanCorp Mortgage Investors”) originates and services fixed-rate commercial
mortgage loans for the investment portfolios of our insurance subsidiaries. StanCorp Mortgage Investors also generates
additional fee income from the origination and servicing of commercial mortgage loans participated to institutional
investors.

StanCorp Investment Advisers, Inc. (“StanCorp Investment Advisers”) is an SECregistered investment adviser providing
performance analysis, fund selection support, model portfolios and other investment advisory, financial planning and
investment management services to its retirement plans clients, individual investors and subsidiaries of StanCorp.

StanCorp Real Estate, LLC is a property management company that owns and manages our Hillsboro, Oregon home
office properties and other properties held for investment and held for sale and manages our Portland, Oregon home
office properties.

Adaptu, LLC provides an online service to help users plan and manage their financial lives.

MARKET POSITION

Based on the United States insurance industry in force premium statistics, we have leading market positions with single
digit market share in group long term and short term disability insurance, group life insurance and individual disability
insurance. These statistics were based on the most recent annual Gen Re insurance industry reports available as of January
2012. The positions are as follows:

* 5t Jargest provider of group long term disability insurance.

® 6% largest provider of group short term disability insurance.

* 8t Jargest provider of group life insurance.

* 7t Jargest provider of individual disability insurance.

FINANCIAL STRENGTH AND CREDIT RATINGS

Financial strength ratings are gauges of our claims paying ability and are an important factor in establishing the
competitive position of insurance companies. In addition, ratings are important for maintaining public confidence in our
company and in our ability to market our products. Rating organizations regularly review the financial performance and
condition of insurance companies, including ours. In addition, credit ratings on our 10-year senior notes (“Senior Notes”)
and junior subordinated debentures (“Subordinated Debt”) are tied to our financial strength ratings. A ratings downgrade
could increase surrender levels for our annuity products, adversely affect our ability to market our products and increase
costs of future debt issuances.

Standard & Poor’s (“S&P”), Moody’s Investors Service, Inc. (“Moody’s”) and A.M. Best Company (“A.M. Best”) provide
financial strength ratings on Standard.

STANCORP FINANCIAL GROUP, INC.



Standard’s financial strength ratings as of January 2012 were:

S&P Moody’s AM. Best
A+ (Strong) Al (Good) A (Excellent)
5th of 20 ratings 5th of 21 ratings 3rd of 13 ratings
Outlook: Stable Outlook: Negative Outlook: Stable

(1) Also includes Standard Life Insurance Company of New York

Credit ratings assess credit quality and the likelihood of issuer default. S&P, Moody’s and A.M. Best provide ratings on
StanCorp’s Senior Notes and Subordinated Debt. S&P and A.M. Best also provide issuer credit ratings for both Standard

and StanCorp.
Our debt ratings and issuer credit ratings as of January 2012, which we believe are indications of our liquidity and ability

to make payments, were:

S&P Moody’s AM. Best

StanCorp debt ratings:

Senior Notes . .....viuiiiiin it i et BBB+ Baal bbb+

Subordinated Debt ........... ... .. ... BBB- Baa?2 bbb-
Issuer credit ratings:

Standard . .. ... .. e e A+ — a+

StaNCOIP .. e BBB+ — bbb+
Outlook ... e Stable Negative Negative(!

(1) Also includes Standard Life Insurance Company of New York

During the second quarter of 2011, A.M. Best revised its outlook to negative from stable for the issuer credit rating of
StanCorp, primarily related to elevated claims incidence in our group long term disability business.

Following the release of our results for the second quarter of 2011, both S&P and Moody’s took rating actions on
StanCorp and our insurance subsidiaries. S&P lowered all of its ratings on StanCorp and Standard while maintaining a
stable outlook. Moody’s lowered its outlook on the financial strength and issuer credit ratings from stable to negative.
These changes in ratings and outlook are primarily due to a significant increase in claims incidence in our group long term
disability business.

We believe our well-managed underwriting and claims operations, high-quality invested asset portfolios, enterprise risk
management processes and strong capital position will continue to support our financial strength ratings and strong credit
standing. See Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Resources—Asset-Liability and Interest Rate Risk Management” and Part II, Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Capital Management.” In addition, we remain
well within our financial covenants. See Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources—Financing Cash Flows.”

SEGMENTS

We operate through two reportable segments: Insurance Services and Asset Management, as well as an Other category.
Subsidiaries, or operating segments, have been aggregated to form our reportable segments. Resources are allocated and
performance is evaluated at the segment level.

Of our total $2.87 billion in revenues for 2011, revenues of $2.50 billion were from our Insurance Services segment,
revenues of $390.6 million were from our Asset Management segment and losses of $14.8 million were from our Other
category. Revenues from the Other category included net capital losses of $6.9 million. See Part II, Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Consolidated Results of Operations—Revenues”
and Item 8, “Financial Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 5—
Segments” for segment information regarding revenues, expenses and total assets for the years 2011, 2010 and 2009.
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Insurance Services Segment

The Insurance Services segment offers group and individual disability insurance, group life and AD&D insurance, group
dental and group vision insurance, and absence management services to individuals and employer groups ranging in size
from two lives to more than 173,000 lives. We have approximately 33,000 group insurance policies in force, covering
approximately 6.8 million employees as of December 31, 2011.

Our group insurance products are sold by sales representatives through independent employee benefit brokers and
consultants. The sales representatives, who are employees of the Company, are compensated through salary and incentive
compensation programs and are located in 41 field offices in principal metropolitan areas of the United States. The field
offices also provide sales support and customer service through field administrative staff. QOur arrangements with brokers
include compensation established at the time of sale (commissions or fees) and, in some situations, also include
compensation related to the overall performance of a block of business (performance-related compensation). In most
cases, the overall performance of a block of business is measured in terms of volume and persistency (customer retention).

Group long term disability insurance contributed 37.4% of 2011 premiums for the segment. Group long term disability
insurance provides partial replacement of earnings to insured employees who become disabled for extended periods of
time.

Our basic long term disability product covers disabilities that occur during the policy period at both work and elsewhere.
In order to receive long term disability benefits, an employee must be continuously disabled beyond a specified waiting
period, which generally ranges from 30 to 180 days. The benefits are usually reduced by other income that the disabled
employee receives from sources such as social security disability, workers compensation and sick leave. The benefits may
also be subject to certain maximum amounts and benefit periods. Historically, approximately 50% of all claims filed under
our long term disability policies close within 24 months. However, claims caused by more severe disabling conditions may
be paid over longer periods, including up to normal retirement age or longer.

Generally, group long term disability policies offer rate guarantees for periods from one to three years. While we can
prospectively re-price and re-underwrite coverage at the end of these guarantee periods, we must pay benefits with respect
to claims incurred during these periods without being able to increase guaranteed premium rates during the same periods.

Group short term disability insurance contributed 9.7% of 2011 premiums for the segment. Our basic short term
disability products generally cover only disabilities occurring outside of work. Short term disability insurance generally
requires a short waiting period, ranging from one to 30 days, before an insured employee may receive benefits, with
maximum benefit periods generally not exceeding 180 days. Group short term disability benefits may also be reduced by
other income, such as sick leave that a disabled insured employee may receive.

Individual disability insurance contributed 8.0% of 2011 premiums for the segment. The products include
non-cancelable disability coverage that provides insurance at a guaranteed fixed premium rate for the life of the contract,
and guaranteed renewable coverage where premium rates are guaranteed for limited periods and are subject to change
thereafter. We also offer a product with features that provide coverage in the event of partial disability or loss of income
while caring for a family member with a serious health condition as well as medical and legal specialty protection. This
segment also sells business overhead expense coverage that reimburses covered operating expenses when the insured is
disabled, and business equity buy-out coverage that provides payment for the purchase, by other owners or partners, of the
insured’s ownership interest in a business in the event of total disability. Non-cancelable disability insurance policies
represented 79.0% of individual disability sales for 2011.

Our individual disability insurance products are sold nationally by brokers through master general agents, primarily to
physicians, lawyers, executives, other professionals and small business owners. The compensation paid to brokers and
master general agents is based primarily on a percentage of premiums. Master general agents are eligible for a bonus based
on sales volume of business they have written.

Group life and AD&D insurance contributed 41.1% of 2011 premiums for the segment. Group life insurance products
provide coverage to insured employees for a specified period and have no cash value (amount of cash available to an
insured employee on the surrender of, or withdrawal from, the life insurance policy). Coverage is offered to insured
employees and their dependents. AD&D insurance is usually provided in conjunction with group life insurance, and is
payable after the accidental death or dismemberment of the insured in an amount based on the face amount of the policy
or dismemberment schedule.

STANCORP FINANCIAL GROUP. INC.



Our other insurance premiums include group dental and group vision insurance and contributed 3.8% of 2011
premiums for the segment. Group dental products provide coverage to insured employees and their dependents for
preventive, basic and major dental expenses, and also include an option to purchase orthodontia benefits. We offer three
dental plans including a traditional plan, a reduced cost plan and a cost containment plan that are differentiated by levels
of service and cost. Standard has a strategic marketing alliance with Ameritas Life Insurance Corp. (“Ameritas”), which
offers Standard’s policyholders flexible dental coverage options and access to Ameritas’ nationwide preferred provider
organization panel of dentists.

Our group vision products provide coverage to insured employees and their dependents for essential eye care services
including exams, frames, a variety of lens options and contact lenses. We offer three vision plans that are differentiated by
vision-care provider network coverage.

We also offer absence management services that allow employers to outsource administrative services and compliance
support for short term disability, family medical leave, leave of absence, paid time off, and other employer-specific leave

programs.

Asset Management Segment

The Asset Management segment offers full-service 401(k) plans, 403(b) plans, 457 plans, defined benefit plans, money
purchase pension plans, profit sharing plans and non-qualified deferred compensation products and services through an
affiliated broker-dealer. This segment also offers investment advisory and management services, financial planning services,
commercial mortgage loan origination and servicing, individual fixed-rate annuity products, group annuity contracts and
retirement plan trust products.

Retirement plans contributed 46.7% of 2011 revenues for the segment. Investment services for 401(k), defined benefit
plans and governmental 457 plans are provided through a non-registered group annuity contract with third-party brand
name mutual funds through a separate account and a stable value investment option managed by Standard. These plan
services also are provided through an open architecture (NAV) platform offering mutual funds and a stable value
investment option managed by Standard. Plans on the NAV platform can choose from any mutual fund that our trading
partners are able to trade. We also provide a stable value investment option available on an investment-only basis to
retirement plans for which Standard does not provide administrative services. Retirement plan assets under administration
were $13.8 billion at December 31, 2011.

Mutual funds offered through the group annuity separate account as of December 31, 2011 are limited to those funds
that have been evaluated through a due diligence process. Representative fund companies are: Davis Funds, Dodge & Cox,
Federated Investors Funds, Harbor Funds, Oppenheimer Funds, T. Rowe Price and Vanguard Funds. Funds offered in our
group annuity retirement plans are regularly evaluated for performance, expense ratios, risk statistics, style consistency,
industry diversification and management through the investment advisory service we provide to our customers. Funds are
added and removed as part of this evaluation process. StanCorp Investment Advisers provides fund performance analysis
and selection support to 87% of our group annuity plan sponsors. All group annuity contracts are distributed through
StanCorp Equities.

Services for 403(b) and non-qualified deferred compensation plans are available on the NAV platform. Previously they
have been provided through a registered group variable annuity contract with a stable value investment option managed by
Standard and separate account investment options. The registered product was phased out during 2011, and held no assets
as of December 31, 2011.

Our target market for retirement plans is primarily small to mid-size businesses. Our retirement plans products and
services are sold primarily through registered investment advisors, brokers, employee benefit consultants, investment
advisors and other distributors served by our sales representatives throughout the United States. These distributors are
usually compensated based on a percentage of the deposits or assets under administration. Compensation is disclosed to
the customer by either Standard or Standard Retirement Services. Most of our retirement plan customers receive financial,
record keeping and administrative services, although the option is available to receive only financial and record keeping
services or financial services only.

The primary sources of revenue for the retirement plans business include plan administration fees, asset-based fees and
investment income on general account assets under administration, a portion of which is credited to policyholders. In
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addition, premiums and benefits to policyholders reflect the conversion of retirement plan assets into life-contingent
annuities, which is an option that can be selected by plan participants at the time of retirement.

The Standard earned a total of four Best in Class awards in PlanSponsor Magazine’s 2011 Defined Contribution Survey. All
of the Best in Class awards were in the $5 million to $50 million in plan assets category.

Individual annuities contributed 42.8% of 2011 revenues for the segment. The individual annuity products sold by this
segment are primarily fixed-rate and indexed deferred annuities. This segment also sells immediate annuities. Our target
market for annuities is any individual seeking conservative investments to meet their retirement or other financial goals.
The fixed-rate annuity product portfolio includes deferred annuities with initial interest rate guarantees generally ranging
from one to six years and a full array of single premium immediate annuity income payment options. We offer an indexed
annuity product that uses over the counter call-spread options to hedge the index performance of the policies.

Fixed-rate annuities are distributed through national marketing organizations, brokers and financial institutions and
compensation is primarily based on a percentage of premiums and deposits related to the business sold. Master General
Agents are eligible for a bonus based on the volume of annuity business sold by financial institutions and brokers they
coordinate.

Most of our annuity business deposits are not recorded as premiums, but rather are recorded as liabilities. Individual
fixed-rate annuity deposits earn investment income, a portion of which is credited to policyholders. Annuity premiums
consist of premiums on life-contingent annuities, which are a small portion of total sales.

Our other financial services business includes our investment advisory, real estate management and commercial
mortgage loan origination businesses. These businesses contributed 10.5% of 2011 revenues for the segment.

Our investment advisory business, StanCorp Investment Advisers, is an SEC-registered investment adviser providing
performance analysis, fund selection support, model portfolios and other investment advisory and investment management
services. Our target market is our retirement plan clients and individual investors with a minimum of $250,000 in portfolio
assets.

Our commercial mortgage loans subsidiary, StanCorp Mortgage Investors, underwrites, originates and services fixed-rate
commercial mortgage loans, generally between $250,000 and $5 million per loan for the investment portfolios of our
insurance subsidiaries. It also generates additional fee income from the origination and servicing of commercial mortgage
loans participated to institutional investors. The target market for commercial mortgage loans is small retail, office, and
industrial properties located throughout the continental United States.

Other

In addition to our two segments, we report our holding company and corporate activities in the Other category. This
category includes return on capital not allocated to the product segments, holding company expenses, operations of
certain unallocated subsidiaries, interest on debt, other unallocated expenses including costs incurred during our 2009
operating expense reduction initiatives, net capital gains and losses related to the impairment or the disposition of our
invested assets and adjustments made in consolidation.

COMPETITION

Competition for the sale of our products comes primarily from other insurers and financial services companies such as
banks, broker-dealers, mutual funds, and managed care providers for employer groups, individual consumers and
distributors. Some competitors have greater financial resources, offer a broader array of products and have higher financial
strength ratings. Pricing is competitive in the markets we serve. We do not seek to compete primarily on price. While we
believe our products and service provide superior value to our customers, a significant price difference between our
products and those of some of our competitors may result in periods of declining new sales, reduced persistency
represented by customer retention, declining premium levels and increased sales force attrition. See “Key Factors Affecting
Results of Operations—Pricing.”

KEY FACTORS AFFECTING RESULTS OF OPERATIONS

Our Insurance Services segment represented approximately 76%, 85% and 91% of total income before income taxes,
excluding the Other category, for the years ended December 31, 2011, 2010 and 2009, respectively. In addition to
competition, four primary factors can have a critical impact on the financial results of our Insurance Services segment
operations: pricing; claims experience; wage, employment and benefit levels; and interest rates.

STANGORP FINANCIAL GROUP, INC.



Our Asset Management segment represented approximately 24%, 15% and 9% of total income before income taxes,
excluding the Other category, for the years ended December 31, 2011, 2010 and 2009, respectively. The financial results of
the Asset Management segment are primarily impacted by employment and benefit levels, interest rates and equity market
performance.

Pricing. One of the key components of our pricing decisions for many of our insurance products is the investment return
available to us. In periods of decreasing or low interest rates, the returns available to us from our primary investments, fixed
maturity securities—available-for-sale (“fixed maturity securities”) and commercial mortgage loans, decline. This may
require us to increase the price of some of our products in order to maintain our targeted returns. If our competitors do
not make similar adjustments to their product pricing or if they have a higher return on investments, our products may be
more expensive than those offered by competitors. Alternatively, in periods when interest rates are increasing, we may be
able to reduce premium rates, and therefore reduce pricing pressure to customers. Given the negative financial
consequences of under-pricing, we believe that our practice of maintaining a disciplined approach to product pricing
provides the best long-term pricing strategy, higher levels of persistency, and therefore, the best long-term financial success
for our company.

Claims Experience. We have a large and well-diversified insurance business. However, claims experience can fluctuate
widely, particularly from quarter to quarter. The predominant factors affecting claims experience are incidence,
represented by the number of claims, and severity, represented by the length of time a disability claim is paid and the size
of the claim. These factors can fluctuate widely within and between our insurance products.

Wage, Employment and Benefit Levels. In our insurance businesses, premium rates are based, in part, on total salaries
covered. The rate of wage and employment growth can influence organic growth of premiums. In addition, economic
conditions can impact demand for the group insurance products we offer, and can increase competition as insurers
compete for market share as overall market growth declines.

In our asset accumulation businesses, the growth in wages and employment levels affects the level of new deposits for the
retirement plans we administer, which affects the amount of administrative fee revenues we earn.

Interest Rates. Our financial results are sensitive to changing interest rates. Changes in interest rates affect product pricing
for our insurance businesses because premiums collected today must be invested to provide a return sufficient to meet the
future claims of policyholders. Therefore, we closely monitor changes in interest rates and make changes to our pricing, as
appropriate. Interest rates also affect the discount rates we use to establish reserves.

For those products in our asset accumulation businesses where deposits are invested in securities managed by us,
achieving adequate interest rates is important to meet customer obligations, including our annuity obligations.

Equity Market Performance. Changes in equity market performance affect the value of the assets under administration for
our retirement plans business, which is a primary driver of administrative fee revenues we earn.

RISK MANAGEMENT
We manage our risk associated with our businesses through the following practices:
¢ Sound product design and underwriting.
¢ Effective claims management.
¢ Pricing discipline.
¢ Broad diversification of risk by customer geography, industry, size and occupation.
* Maintenance of a strong financial position.
¢ Maintenance of reinsurance and risk pool arrangements.
¢ Sufficient alignment of assets and liabilities to meet financial obligations.

Diversification of Products

We achieve earnings diversification by offering multiple insurance products such as group and individual disability
insurance, group life and AD&D insurance, group dental and group vision insurance, and absence management services.
In addition, we diversify our earnings base through our asset management businesses, which include products such as full-
service retirement plans, money purchase pension plans, defined benefit plans, non-qualified deferred compensation
products, investment advisory and management services, financial planning services, commercial mortgage loan origination
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and servicing, individual fixed-rate annuity products, group annuity contracts and retirement plan trust products. These
products have differing price, market and risk characteristics. Our strategy is to further diversify our earning s base and take
advantage of market opportunities, demographic trends and capital synergies by increasing our asset accumulation and
asset administration businesses.

Diversification by Customer Industry, Geography and Size

We seek to diversify risk by customer industry, geography and size measured by the number of insured employees in each
of our business segments. Over half of our group long term disability and group life insurance premiums come from
industries in which we have expertise and a competitive advantage. These industries include the public sector, education,
health care and utilities.

The following tables set forth in force premium distribution by customer industry, geography and size for group long
term disability and group life insurance products:

) Customer Industry December 31, 2011
PUbLiC . .. 26%
EdUCation ..o e e e e 23
Health Care . ... ... e e e e 10
Professional . ... ... .. . 9
Manufacturing . ... ... i 9
FinanCe ..o 7
TransSpoTtAtION . ... ...t e e 2
S OTVICES . . i 2
Retall .. 1
Ut . . o 1
10 115 T3 10
TOtal . . e e e 100%
Customer Geography December 31, 2011
St . o 35%
Cemtral . o e e 31
SOUENEASE . . .t e e 18
NOTtR St . . . e 16
< P 100%
Customer Size (Employees) December 31, 2011
200 e e 12%
J00-2,400 . .o 37
2, 500-7,499 ... 18
7,500 and above . . . ... 33
TOtal . . 100%
Reinsurance

In order to limit our losses from large claim exposures, we enter into reinsurance agreements with other insurance
companies. We review our retention limits based on size and experience. The maximum retention limit per individual for
group life and AD&D is $750,000. Our maximum retention limit per individual for group disability insurance is $15,000 of
monthly benefit. Our maximum retention limit per individual for individual disability insurance is $6,000 of monthly
benefit.

Standard maintains a strategic marketing alliance with Ameritas that offers Standard’s policyholders more flexible dental
coverage options and access to Ameritas’ nationwide preferred provider organization panel of dentists. As part of this
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alliance, Standard and Ameritas entered into a reinsurance agreement. In 2011, the agreement provided for 24.2% of the
net dental premiums written by Standard and the risk associated with this premium to be ceded to Ameritas.

Standard participates in a reinsurance and third-party administration arrangement with Northwestern Mutual Life
Insurance Company (“Northwestern Mutual”) under which Northwestern Mutual group long term and short term disability
products are sold using Northwestern Mutual’s agency distribution system. Generally, Standard assumes 60% of the risk,
and receives 60% of the premiums for the policies issued. If Standard were to become unable to meet its obligations,
Northwestern Mutual would retain the reinsured liabilities. Therefore, in accordance with an agreement with Northwestern
Mutual, Standard established a trust for the benefit of Northwestern Mutual with the market value of assets in the trust
equal to Northwestern Mutual’s reinsurance receivable from Standard. The market value of assets required to be
maintained in the trust at December 31, 2011, was $230.6 million. Premiums assumed by Standard for the Northwestern
Mutual business accounted for approximately 3% of our total premiums for each of the three years 2011, 2010 and 2009. In
addition to assuming risk, Standard provides product design, pricing, underwriting, legal support, claims management and
other administrative services under the arrangement.

In the fourth quarter of 2011, Standard entered into a Yearly Renewable Term (“YRT”) reinsurance agreement, with
Canada Life Assurance Company to cede a share of the Company’s group life insurance risk in order to reduce its losses
and provide relief in the event of a catastrophe.

We also maintain reinsurance coverage for certain catastrophe losses related to group life and AD&D, with partial
coverage of nuclear, biological and chemical acts of terrorism. Through a combination of this agreement and our
participation in a catastrophe reinsurance pool discussed below, we have coverage of up to $480.6 million per event.

We are part of a catastrophe reinsurance pool with other insurance companies. This pool spreads catastrophe losses from
group life and AD&D over 23 participating members. The annual fee we paid in 2011 to participate in the pool was less
than $30,000. As a member of the pool, we are exposed to maximum potential losses experienced by other participating
members of up to $111.0 million for a single event for losses submitted by a single company and a maximum of $277.9
million for a single event for losses submitted by multiple companies. Our percentage share of losses experienced by pool
members will change over time as it is a function of our group life and AD&D in force relative to the total group life and
AD&D in force for all pool participants. The reinsurance pool does not exclude war or nuclear, biological and chemical
acts of terrorism.

The Terrorism Risk Insurance Act of 2002 (“TRIA”), which has been extended through 2014, provides for federal
government assistance to property and casualty insurers in the event of material losses due to terrorist acts on behalf of a
foreign person or foreign interest. Due to the concentration of risk present in group life insurance and the fact that group
life insurance is not covered under TRIA, an occurrence of a significant catastrophe or a change in the on-going nature
and availability of reinsurance and catastrophe reinsurance could have a material effect on us.

Asset-Liability and Interest Rate Risk Management
See Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity

and Capital Resources—Asset-Liability and Interest Rate Risk Management.”

INVESTMENTS

Investment management is an integral part of our business. Investments are maintained to ensure that asset types and
maturities are appropriate for our policy reserves and other liabilities so that we can meet our obligations to policyholders
under a wide variety of economic conditions. A substantial portion of our insurance subsidiaries’ policy liabilities result
from long term disability reserves that have proven to be very stable over time, and annuity products on which interest rates
can be adjusted periodically, subject to minimum interest rate guarantees. Policyholders or claimants may not withdraw
funds from the large block of disability reserves. Instead, claim payments are issued monthly over periods that may extend
for many years. Holding these stable long-term reserves makes it possible to allocate a significant portion of invested assets
to long-term fixed-rate investments, including commercial mortgage loans and low-income housing tax credit investments.
StanCorp Mortgage Investors’ unique expertise with respect to its market niche for small fixed-rate commercial mortgage
loans allows us to enhance the yield on the overall investment portfolio beyond that available through fixed maturity
securities with an equivalent risk profile. See Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition
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and Results of Operations—Liquidity and Capital Resources—Investing Cash Flows” and Item 8, “Financial Statements and
Supplementary Data—Notes to Consolidated Financial Statements—Note 10—Investments.”

REGULATION
State and Federal Laws and Regulations

Standard sells its products in and is regulated by the District of Columbia, the U.S. territories of Guam and the Virgin
Islands, and all states except New York. The Standard Life Insurance Company of New York sells its products in and is
regulated by the state of New York. The insurance industry in the United States is subject to extensive regulation. Such
regulation relates to, among other things, terms and provisions of insurance policies, market conduct practices,
maintenance of capital and payment of distributions, and financial reporting on a statutory basis of accounting.

In 2011, we maintained registered group variable annuity products, which are part of a registered investment company
under the Investment Company Act of 1940. This Act regulates the relationship between a registered investment company
and its investment adviser.

As registered investment advisers, StanCorp Investment Advisers is subject to regulation under the Investment Advisers
Act of 1940. This Act establishes, among other things, recordkeeping and reporting requirements, disclosure requirements,
limitations on transactions between the adviser’s account and an advisory client’s account, limitations on transactions
between the accounts of advisory clients and general anti-fraud provisions.

Violation of applicable laws and regulations can result in legal or administrative proceedings, which can result in fines,
penalties, cease and desist orders or suspension or expulsion of our license to sell insurance in a particular state.

Capital Requirement—Risk-Based Capital

The National Association of Insurance Commissioners uses Risk-based Capital (“RBC”) to aid in the assessment of the
statutory capital and surplus of life and health insurers. RBC employs a risk-based formula that applies prescribed factors to
the various risk elements inherent in an insurer’s business to arrive at minimum capital requirements in proportion to the
amount of risk assumed by the insurer. The RBC model determines an appropriate Company Action Level RBC based on
our business and assets. Capital below the Company Action Level RBC would require us to prepare and submit an RBC plan
to the commissioner of the state of domicile outlining the capital level we plan on maintaining. Capital below the
Authorized Control Level RBC, which is 50% of the Company Action Level RBC, is the capital level at which the state of
domicile is authorized to take whatever regulatory actions it considers necessary to protect the best interests of the
policyholders and creditors of the insurer.

At December 31, 2011, the capital of our insurance subsidiaries was approximately 327% of the Company Action Level
RBC required by regulators, which was 654% of the Authorized Control Level RBC required by our states of domicile. See
Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Capital
Management.”

EMPLOYEES

At December 31, 2011, StanCorp and its subsidiaries had 2,974 full-time equivalent employees, 80% of which were
located in Portland, Oregon and the surrounding metropolitan area. At December 31, 2011, none of our employees were
represented by unions.

Item 1A. Risk Factors
FORWARD-LOOKING STATEMENTS

From time to time StanCorp or its representatives make written or oral statements, including some of the statements
contained or incorporated by reference in this Annual Report on Form 10K and in other reports, filings with the Securities
and Exchange Commission (“SEC”), press releases, conferences or otherwise, that are other than purely historical
information. These statements, including estimates, projections, statements related to business plans, strategies, objectives
and expected operating results and the assumptions upon which those statements are based, are forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995 and Section 21E of the Securities
Exchange Act of 1934, as amended. Forward-looking statements also include, without limitation, any statement that
7 estimates,

anticipates,” “intends,” “ ” % X

includes words such as “expects, plans,” “believes, seeks,” “will be,” “will continue,”
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“will likely result” and similar expressions that are predictive in nature or that depend on or refer to future events or
conditions. Our forward-looking statements are not guarantees of future performance and involve uncertainties that are
difficult to predict. They involve risks and uncertainties which may cause actual results to differ materially from the forward-
looking statements. The risks and uncertainties are detailed in reports filed by StanCorp with the SEC, including Forms
8K, 10-Q and 10-K, which may include, but are not limited to, the factors listed in Part I, Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Forward-Looking Statements” of this Form
10-K.

As a provider of financial products and services, our actual results of operations may vary significantly in response to
economic trends, interest rates, investment performance, claims experience, operating expenses and pricing. Given these
uncertainties or circumstances, investors are cautioned not to place undue reliance on such statements as a predictor of
future results. We assume no obligation to publicly update or revise any forward-looking statements, whether as a result of
new information, future events or otherwise.

RISK FACTORS

Risk factors that may affect our business are as follows:

e Our reserves for future policy benefits and claims related to our current and future business may prove to be
inadequate—For certain of our product lines, we establish and carry, as a liability, actuarially determined reserves to
meet our obligations for future policy benefits and claims. These reserves do not represent an exact calculation of our
future benefit liabilities but instead are estimates based on assumptions, which can be materially affected by changes in
the economy, changes in social perceptions about work ethics, emerging medical perceptions regarding physiological
or psychological causes of disability, emerging or changing health issues and changes in industry regulation. Claims
experience on our products can fluctuate widely from period to period. If actual events vary materially from our
assumptions used when establishing the reserves to meet our obligations for future policy benefits and claims, we may
be required to increase our reserves, which could have a material adverse effect on our business, financial position,
results of operations or cash flows.

e Differences between actual claims experience and underwriting and reserving assumptions may adversely affect our
financial results—Our long term disability products provide coverage for claims incurred during the policy period.
Generally, group policies offer rate guarantees for periods from one to three years. While we can prospectively re-price
and re-underwrite coverages at the end of these guarantee periods, we must pay benefits with respect to claims
incurred during these periods without being able to increase guaranteed premium rates during these periods.
Historically, approximately 50% of all claims filed under our long term disability policies close within 24 months.
However, claims caused by more severe disabling conditions may be paid over much longer periods, including, in
some cases, up to normal retirement age or longer. Longer duration claims, in addition to a higher volume of claims
than we expect, expose us to the possibility that we may pay benefits in excess of the amount that we anticipated when
the policy was underwritten. The profitability of our long term disability products is thus subject to volatility resulting
from the difference between our actual claims experience and our assumptions at the time of underwriting.

¢ We are exposed to concentration risk on our group life insurance business—Due to the nature of group life insurance
coverage, we are subject to geographical concentration risk from the occurrence of a catastrophe.

¢ Catastrophe losses from a disease pandemic could have an adverse effect on us—Qur life insurance operations are
exposed to the risk of loss from an occurrence of catastrophic mortality caused by a disease pandemic, which could
have a material adverse effect on our business, financial position, results of operations or cash flows.

* Catastrophe losses from terrorism or other factors could have an adverse effect on us—An occurrence of a significant
catastrophic event, including terrorism, natural or other disasters, or a change in the nature and availability of
reinsurance and catastrophe reinsurance, could have a material adverse effect on our business, financial position,
results of operations or cash flows.

* We may be exposed to disintermediation risk during periods of increasing interest rates—In periods of increasing
interest rates, withdrawals of annuity contracts may increase as policyholders seek investments with higher perceived
returns. This process, referred to as disintermediation, may lead to net cash outflows. These outflows may require
investment assets to be sold at a time when the prices of those assets are adversely affected by the increase in interest
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rates, which may result in realized investment losses. A significant portion of our investment portfolio consists of
commercial mortgage loans, which are relatively illiquid, thus increasing our liquidity risk in the event of
disintermediation during a period of rising interest rates.

Our profitability may be adversely affected by declining or low interest rates—During periods of declining or low
interest rates, annuity products may be relatively more attractive investments, resulting in increases in the percentage
of policies remaining in force from year to year during a period when our new investments carry lower returns. During
these periods, actual returns on our investments could prove inadequate for us to meet contractually guaranteed
minimum payments to holders of our annuity products. In addition, the profitability of our life and disability insurance
products can be affected by declining or low interest rates. A factor in pricing our insurance products is prevailing
interest rates. Longer duration claims and premium rate guarantees can expose us to interest rate risk when portfolio
yields are less than those assumed when pricing these products. Mortgages and bonds in our investment portfolio are
more likely to be prepaid or redeemed as borrowers seek to borrow at lower interest rates, and we may be required to
reinvest those funds in lower interest-bearing investments.

Our investment portfolio is subject to risks of market value fluctuations, defaults, delinquencies and liquidity—Our
general account investments primarily consist of fixed maturity securities—available-forsale (“fixed maturity
securities”), commercial mortgage loans and real estate. The fair values of our investments vary with changing
economic and market conditions and interest rates. In addition, we are subject to default risk on our fixed maturity
securities portfolio and its corresponding impact on credit spreads. Our commercial mortgage loan portfolio is subject
to delinquency, default and borrower concentration risks. Related declines in market activity due to overall declining
values of fixed maturity securities may result in our fixed maturity securities portfolio becoming less liquid. Also, our
commercial mortgage loans are relatively illiquid and the demand for our real estate owned may remain low due to
macroeconomic conditions. We may have difficulty selling our fixed maturity securities, commercial mortgage loans
and real estate owned at attractive prices, in a timely manner, or both if we require significant amounts of cash on
short notice.

Our business is subject to significant competition—FEach of our business segments faces competition from other
insurers and financial services companies, such as banks, broker-dealers, mutual funds, and managed care providers
for employer groups, individual consumers and distributors. Since many of our competitors have greater financial
resources, offer a broader array of products and, with respect to other insurers, may have higher financial strength
ratings than we do, the possibility exists that any one of our business segments could be adversely affected by
competition, which in turn could have a material adverse effect on our business, financial position, results of
operations or cash flows.

A downgrade in our financial strength ratings may negatively affect our business—Financial strength ratings,
which are an indicator of our claims paying ability, are an important factor in establishing the competitive
position of insurance companies. Ratings are important to maintaining public confidence in our company and
in our ability to market our products. Rating organizations regularly review the financial performance and
condition of insurance companies, including our company. A ratings downgrade could increase our surrender
levels for our annuity products, could adversely affect our ability to market our products, could increase costs of
future debt issuances, and could thereby have a material adverse effect on our business, financial position,
results of operations or cash flows.

Our profitability may be affected by changes in state and federal regulation—Our business is subject to comprehensive
regulation and supervision throughout the United States (“U.S.”) including rules and regulations relating to income
taxes and accounting principles generally accepted in the U.S. While we cannot predict the impact of potential or
future state or federal legislation or regulation on our business, future laws and regulations, or the interpretation
thereof, could have a material adverse effect on our business, financial position, results of operations or cash flows.
Our deferred tax asset includes net operating losses which depend on future taxable income to be realized and may be
limited or impaired by future ownership changes—Our deferred tax assets include federal, state and local net
operating losses. Certain of our subsidiaries as a group have generated losses in recent years. Net operating losses can
be available to reduce income taxes that might otherwise be incurred on future taxable income. There can be no
assurance that we will generate the future taxable income necessary to utilize our net operating losses. Furthermore,
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the availability of these losses to be utilized in the future can become limited if certain changes in company structure
or income levels occur. In such a circumstance, we may be unable to utilize the losses even in the event the company
generates future taxable income. See Part II, Item 8, “Financial Statements and Supplementary Data—Notes to
Consolidated Financial Statements—Note 7—Income Taxes.”

Our business is subject to litigation risk—In the normal course of business, we are a plaintiff or defendant in actions
arising out of our insurance business and investment operations. We are from time to time involved in various
governmental and administrative proceedings. While the outcome of any pending or future litigation cannot be
predicted, as of the date hereof, we do not believe that any pending litigation will have a material adverse effect on our
results of operations or financial condition. However, no assurances can be given that such litigation would not
materially and adversely affect our business, financial position, results of operations or cash flows.

Certain concentrations in our commercial mortgage loan investments may subject us to losses resulting from an
economic downturn—While isolated to a small number of borrowers, the concentration of our commercial mortgage
loan portfolio assets by individual borrower may expose us to potential losses resulting from an economic downturn.
Although we diversify our commercial mortgage loan portfolio by location, type of property and individual borrower,
such diversification may not eliminate the risk of such losses, which could have a material adverse effect on our
business, financial position, results of operations or cash flows.

The concentration of our investments in California may subject us to losses resulting from the economic downturn—
Our commercial mortgage loans are concentrated in the western region of the U.S., particularly in California.
Currently, our California exposure is primarily in Los Angeles County, Orange County, San Diego County and the Bay
Area Counties. We have a smaller concentration of commercial mortgage loans in the Inland Empire and the San
Joaquin Valley where there has been greater economic decline. A continued decline in economic conditions in
California could have a material adverse effect on our business, financial position, results of operations or cash flows.
The concentration of our investments in the western region of the U.S. may subject us to losses resulting from certain
natural catastrophes in this area—Due to our commercial mortgage loan concentration in the western region of the
U.S., particularly in California, we are exposed to potential losses resulting from certain natural catastrophes, such as
earthquakes and fires, which may affect the region. Although we diversify our commercial mortgage loan portfolio
within the western region by both location and type of property in an effort to reduce earthquake exposure, such
diversification may not eliminate the risk of such losses, which could have a material adverse effect on our business,
financial position, results of operations or cash flows.

We may be exposed to environmental liability from our commercial mortgage loan and real estate investments—As a
commercial mortgage lender, we customarily conduct environmental assessments prior to making commercial
mortgage loans secured by real estate and before taking title through foreclosure or deeds in lieu of foreclosure to real
estate collateralizing delinquent commercial mortgage loans held by us. Compliance costs associated with
environmental laws and regulations or any remediation of affected properties could have a material adverse effect on
our results of operations or financial condition.

* As a holding company, we depend on the ability of our subsidiaries to transfer funds to us in sufficient amounts to pay
dividends to shareholders, make payments on debt securities and meet our other obligations—We are a holding
company for our insurance and asset management subsidiaries as well as for the subsidiaries that comprise our Other
category and do not have any significant operations of our own. Dividends and permitted payments from our
subsidiaries are our principal source of cash to pay dividends to shareholders, make payments on debt securities and
meet our other obligations. As a result, our ability to pay dividends to shareholders and interest payments on debt
securities will primarily depend upon the receipt of dividends and other distributions from our subsidiaries.

Many of our subsidiaries are non-insurance businesses and have no regulatory restrictions on dividends. Our
insurance subsidiaries, however, are regulated by insurance laws and regulations that limit the maximum amount of
dividends, distributions and other payments that they could declare and pay to us without prior approval of the states
in which the subsidiaries are domiciled. Under Oregon law, Standard Insurance Company may pay dividends only
from the earned surplus arising from its business. Oregon law gives the Director of the Oregon Department of
Consumer and Business Services—Insurances Division (“Oregon Insurance Division”) broad discretion regarding the
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approval of dividends in excess of certain statutory limitations. Oregon law requires us to receive the prior approval of
the Oregon Insurance Division to pay such a dividend. See Part II, Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Capital Management—Dividends from Standard.”
Our ability to refinance debt and raise capital in future years depends not only on contributions from our subsidiaries
but also on market conditions and availability of credit in the market—Our 10-year senior notes (“Senior Notes”) of
$250 million will mature in September 2012. Should market conditions and credit availability worsen, we could be
required to consider alternative means of raising replacement capital for our Senior Notes. For a full discussion of debt
instruments, see Part II, Item 8, “Financial Statements and Supplementary Data—Notes to Consolidated Financial
Statements—Note 18—Long-Term Debt.”
Our portfolio of investments, including U.S. government and agency bonds and U.S. state and political subdivision
bonds could be negatively impacted by U.S. credit and financial market conditions—A potential ratings downgrade of
U.S. government securities could lead to future deterioration in the U.S. and global credit and financial markets. As a
result, these events may materially adversely affect our business, financial condition and results of operations.
Our business continues to be affected by employment and wage levels—Factors influencing the growth of our group
insurance and retirement plans businesses include the employment levels, benefit offerings, and salary and wage
growth of our employer groups. Current economic conditions have caused our employer groups to experience lower
levels of insured employees, to limit benefit offerings, to reduce work hours, or to reduce or slow the growth of wage
levels. If economic conditions worsen, it could have a material adverse effect on premium levels for our group
businesses and revenues for our retirement plans business.
Our profitability may be adversely affected by declining equity markets—U.S. and global equity markets heavily
influence the value of our retirement plan assets under administration, which are a significant component from which
our administrative fee revenues are derived. Sustained equity market declines could result in decreases in the value of
the assets under administration in our retirement plans, which could reduce our ability to earn administrative fee
revenues derived from the value of those assets.
Declining equity markets and low interest rates could affect the funding status of Company sponsored pension plans—
Our estimates of liabilities and expenses for pension and other postretirement benefits incorporate significant
assumptions including the rate used to discount the estimated future liability, the long-term rate of return on plan
assets and the employee work force. Declines in the discount rate or the rate of return on plan assets resulting from
the current economic downturn could increase our required cash contributions or pension-related expenses in future
periods. As part of our annual requirement to evaluate our pension plans, in the fourth quarter of 2011 we made a
contribution of $58 million to our pension plan based on the effects of our discount rate and the current interest rate
environment.
Our ability to conduct business may be compromised if we are unable to maintain the availability of our systems and
safeguard the security of our data in the event of a disaster or other unanticipated events—We use computer systems
to store, retrieve, evaluate and utilize customer and company data and information. Our business is highly dependent
on our ability to access these systems to perform necessary business functions. System failures, system outages,
outsourcing risk or the failure or unwillingness of a service provider to perform could compromise our ability to
perform these functions in a timely manner and could hurt our relationships with our business partners and
customers. In the event of a disaster such as a natural catastrophe, fire, a blackout, a computer virus, a terrorist attack
or war, these systems may be inaccessible to our employees, customers or business partners for an extended period of
time. These systems could also be subject to physical and electronic break-ins and subject to similar disruptions from
unauthorized tampering. This may impede or interrupt our business operations and could have a material adverse
effect on our business, financial position, results of operations or cash flows.
The U.S. economic downturn and disruption in global financial markets could continue to adversely affect us in the
near term—The U.S. economic downturn and disruption in the global financial market present risks and
uncertainties. In the current economic downturn, we face the following risks:
¢ Declines in revenues or profitability as a result of lost wages or lower levels of insured employees by our customers
due to reductions in workforce.
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e Increases in pricing pressure and competition resulting in a loss of customers or new business as customers seek to
reduce benefit costs and competitors seek to protect market share.

e Increases in commercial mortgage loan foreclosures.

¢ Increases in holdings of real estate owned properties due to a decline in demand for these properties and the
decline in value of these properties during our holding period.

¢ Continued pressure on budgets for public institutions could impact our customer groups in this sector, which
represents a significant customer group for our employee benefits business.

o If the U.S. economy and global financial markets do not continue to recover, it could have a lasting adverse effect on
us—In addition to the risks we noted above that we are currently facing, if the U.S. economy and global financial
markets do not continue to recover, we could be adversely affected in the following ways:

* Increases in corporate tax rates to finance government-spending programs.

* Reductions in the number of our potential lenders or to our committed credit availability due to combinations or
failures of financial institutions.

* Loss of employer groups due to business acquisitions, bankruptcy or failure.

¢ Declines in the financial health of reinsurers.

¢ Reduction in the value of our general account investment portfolio.

¢ Declines in revenues and profitability as a result of lower levels of assets under administration.

ltem 1B. Unresolved Staff Comments
None.
ltem 2. Properties

Principal properties owned by Standard Insurance Company (“Standard”) and used by StanCorp Financial Group, Inc.
or its subsidiaries consist of two office buildings in downtown Portland, Oregon: the Standard Insurance Center, with
approximately 460,000 square feet; and the Standard Plaza, with approximately 220,000 square feet. Both of our business
segments use the facilities described above. We also own two buildings in Hillsboro, Oregon, each with 72,000 square feet
of office space. The Hillsboro offices are used by StanCorp Mortgage Investors, LLC and our group insurance claims
operations. In addition, Standard leases approximately 160,000 square feet of office space located in downtown Portland,
Oregon, for home office and claims operations. We lease 59 offices under commitments of varying terms to support our
sales and regional processing offices throughout the United States. Management believes that the capacity and types of
facilities are suitable and adequate for operations. See Part II, Item 8, “Financial Statements and Supplementary Data—
Notes to Consolidated Financial Statements—Note 1—Summary of Significant Accounting Policies—Property and
Equipment, Net.”

Item 3. Legal Proceedings

In the normal course of business, we are involved in various legal actions and other state and federal proceedings. A
number of actions or proceedings were pending at December 31, 2011. In some instances, lawsuits include claims for
punitive damages and similar types of relief in unspecified or substantial amounts, in addition to amounts for alleged
contractual [iability or other compensatory damages. In the opinion of management, the uitimate liability, if any, arising
from the actions or proceedings is not expected to have a material effect on our business, financial position, results of
operations or cash flows.

ltem 4. Mine Safety Disclosure

Not applicable.

2011 ANNUAL REPORT

15



16

Part1

item 4A. Executive Officers of the Registrant

The following table sets forth the executive officers of StanCorp Financial Group (“StanCorp”) and Standard Insurance
Company (“Standard”):

Age (as of

February 24,
Name 2012) Position
Floyd F. Chadee 54 Senior Vice President and Chief Financial Officer of StanCorp and Standard
Katherine Durham* 45 Vice President, Marketing and Communications of Standard
James B. Harbolt* 49 Vice President, Insurance Services Group of Standard
Scott A. Hibbs* 50 Vice President, Asset Management Group of Standard
Daniel J. McMillan* 45 Vice President, Insurance Services Group of Standard
J. Gregory Ness 54 Chairman, President and Chief Executive Officer of StanCorp and Standard
David M. O’Brien* 55 Senior Vice President, Information Technology of Standard
Karen M. Weisz* 44 Vice President, Human Resources and Corporate Services of Standard

* Denotes an officer of a subsidiary who is not an officer of StanCorp but who is considered an “executive officer” of StanCorp under the regulations of the
Securities and Exchange Commission.

Set forth below is biographical information for the executive officers of StanCorp:

Floyd F. Chadee, Ph.D., FSA, has been Senior Vice President and Chief Financial Officer of StanCorp and Standard since
April 2008. Prior to this position, Mr. Chadee served as Senior Vice President and Chief Financial Officer at Assurant
Employee Benefits, a part of Assurant, Inc., and had been with Assurant Employee Benefits since 1998.

Katherine Durham has been Vice President, Marketing and Communications of Standard since March 2010. Prior to
joining Standard, Ms. Durham served as Vice President of Marketing for Hewlett-Packard’s Americas Imaging and Printing
Group. During nine years at HP, she moved into roles of increasing responsibility in a variety of functions including
business planning, market insight, communication and operations.

James B. Harbolt has been Vice President, Insurance Services Group of Standard since October 2008. Mr. Harbolt co-leads the
Insurance Services segment and is responsible for employee benefit sales, actuarial, underwriting, legal, individual disability
insurance and the Standard Life Insurance Company of New York. Mr. Harbolt has been with the Company since June 1994
when he joined as Assistant Counsel. From 1997 until 2000 Mr. Harbolt was Second Vice President and Associate Counsel and
then Assistant Vice President and Associate Counsel in Individual Insurance. He was named Vice President of Individual
Disability Insurance in 2000, and in 2005 he became Vice President and Associate Counsel of Employee Benefits Law.

Scott A. Hibbs has been Vice President, Asset Management Group of Standard since January 2009. From September 2007
to January 2009, Mr. Hibbs was a Vice President for the Insurance Services segment, which included responsibility for the
individual disability insurance area and The Standard Life Insurance Company of New York. From July 2005 to September
2007 Mr. Hibbs was Vice President for the Asset Management segment, which included responsibility for StanCorp
Investment Advisers, Inc. From July 2004 to July 2005, Mr. Hibbs was Vice President of Corporate Strategy and Business
Development. Prior to July 2004, Mr. Hibbs was Assistant Vice President of Investor Relations and Financial Planning.
Mr. Hibbs has been with the Company since 2000.

Daniel |. McMillan has been Vice President, Insurance Services Group of Standard since October 2008. Mr. McMillan
colleads the Insurance Services segment and is responsible for all claims services, customer support, premium
administration, producer services, shared services, and the enterprise contact center. Mr. McMillan has been with Standard
since July 1989 and has held a number of positions in the Insurance Services segment. In 2002 Mr. McMillan was named
Business Program Executive at Standard, and in 2007 he was named Vice President of Shared Services.

J- Gregory Ness, LLIF, was elected Chairman of the Board of Directors of StanCorp and Standard in December 2011. He
has been President and Chief Executive Officer of StanCorp and Standard since July 2009. From September 2008 until July
2009, Mr. Ness served as President and Chief Operating Officer of StanCorp and Standard. Prior to his appointment to
President and Chief Operating Officer, Mr. Ness served as Senior Vice President, Insurance Services segment of Standard
since the Company’s segment realignment in January 2006. From April 2004 to January 2006, Mr. Ness was Senior Vice
President, group insurance division of Standard. From 1999 to April 2004, Mr. Ness was Senior Vice President, Investments
of Standard.
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David M. O’Brien has been Senior Vice President of Information Technology of Standard since June 2006. From May
2004 to June 2006, Mr. O’Brien was Vice President of Information Technology. Prior to joining Standard in 2004,
Mr. O’Brien served as Chief Information Officer for FEI Company.

Karen M. Weisz has been Vice President of Human Resources and Corporate Services for Standard since January 2009.
From January 2008 to January 2009, Ms. Weisz was Vice President of Human Resources. Prior to joining Standard,
Ms. Weisz served as Human Resources Director of new and emerging platform business groups at Intel Corporation and
served Intel in various other human resource functions for more than 12 years.
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Item 5: Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Our common stock is listed on the New York Stock Exchange Euronext (“NYSE”) under the symbol “SFG.” As of
February 17, 2012, there were 33,675 shareholders of record of common stock.

The following tables set forth the high and low sales prices as reported by the NYSE at the close of the trading day and
cash dividends paid per share of common stock:

2011
4th Quarter 3rd Quarter 2nd Quarter 1st Quarter
High .. $ 3712 $ 43.05 $ 47.31 $ 48.64
Low .. 26.09 25.80 40.26 43.73
Dividend Paid ......... ... ... .. ... 0.89 — — —
2010
4th Quarter 3rd Quarter 2nd Quarter Ist Quarter
High .. $ 46.06 $ 42.88 $ 50.19 $ 47.63
LoW o e 38.34 35.47 40.54 39.42
Dividend Paid ........ .. . . . e 0.86 — — —

The declaration and payment of dividends in the future is subject to the discretion of our Board of Directors. It is
anticipated that annual dividends will be paid in December of each year depending on our financial condition, results of
operations, cash requirements, future prospects, regulatory restrictions on the distributions from the insurance
subsidiaries, the ability of the insurance subsidiaries to maintain adequate capital and other factors deemed relevant by our
Board of Directors. See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Capital Management.” See also Part I, Item 1A, “Risk Factors.”
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The following graph provides a comparison of the cumulative total shareholder return on our common stock with the
cumulative total return of the Standard & Poor’s (“S&P”) 500 Index, the S&P Life and Health Insurance Index and the
S&P Insurance Group Index. The comparison assumes $100 was invested on December 31, 2006, in our common stock and
in each of the foregoing indexes, and assumes the reinvestment of dividends. The graph covers the period of time
beginning December 31, 2006, through December 31, 2011.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among StanCorp Financial Group, Inc., the S&P 500 Index,
the S&P Life & Health Insurance Index, and S&P 500 Insurance Group Index
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*$100 invested on 12/31/06 in stock or index, including reinvestment of dividends.
Fiscal year ending December 31.

Copyright© 2012 S&P, a division of The McGraw-Hill Companies Inc. All rights reserved.

2011 ANNUAL REPORT

19



20

Part II

The following table sets forth share repurchase information:

(¢} Total Number
of Shares Purchased (d) Maximum Number
as Part of Publicly  of Shares that May Yet
(a) Total Number of  (b) Average Price Announced Plansor  Be Purchased Under

Shares Purchased Paid per Share Programs the Plans or Programs
Period:
October 1-31,2011 ........................ —_ $ — -— 3,138,900
November 1-30,2011 ...................... 10,100 31.97 10,100 3,128,800
December 1-31,2011 ...................... — — — 3,000,000
Total fourth quarter ..................... 10,100 $ 31.97 10,100 3,000,000

On February 8, 2010, our Board of Directors authorized 3.0 million shares of StanCorp common stock for its share
repurchase program. The February 2010 authorization took effect upon the completion of the previous share repurchase
authorization and expired on December 31, 2011. The total number of shares repurchased through the February 2010
authorization was 2.9 million shares. On May 16, 2011, our Board of Directors authorized an additional 3.0 million shares
of StanCorp common stock. The May 2011 authorization took effect upon the expiration of the February 2010 author-
ization and expires on December 31, 2012. As of December 31, 2011, 128,800 shares under the February 2010
authorization expired. Share repurchases under the repurchase program are made in the open market or in negotiated
transactions in compliance with the safe harbor provisions of Rule 10b-18 under regulations of the Securities Exchange Act
of 1934 (“Exchange Act”). Execution of the share repurchase program is based upon management’s assessment of market
conditions for its common stock, capital levels, our assessment of the overall economy and other potential growth
opportunities or priorities for capital use. Repurchases are made at market prices on the transaction date. We will evaluate
share repurchases opportunistically based on equity markets, capital levels and our assessment of the direction of the
overall economy.

The following table sets forth share repurchase activity:

Years ended

December 31,
(Dollars in millions except per share data) 2011 2010
Share repurchases:
Shares repurchased . ....... ... ... i e 2,180,100 2,034,200
Cost of share repurchases ........ ... ... ... . . i $ 9.3 $ 81.8
Volume weighted-average price per common share ................................ 41.41 40.19
Shares remaining under repurchase authorizations ................ ... ... i a.. 3,000,000 2,308,900
Share acquired to cover tax liabilities:
Sharesacquired . ............. .. e — 8,613
Cost of shares repurchased ...... ... . i ittt $ — % 04
Volume weighted-average price per commonshare ................................ — 43.01

Information required by Item 5 with respect to securities authorized for issuance under equity compensation plans is
contained in Part III, Item 12, “Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters.”
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ltem 6: Selected Financial Data

The following table sets forth selected financial data at or for the years ended December 31 and should be read in
conjunction with Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and

Item 8, “Financial Statements and Supplementary Data”:

(Dollars in millions—except per share data) 2011 2010 2009 2008 2007
Income Statement Data:
Revenues:
Premiums . ...c.oovvveeenannannn... $ 2,153.3 $ 2,007.7 $ 2,101.9 $ 2,140.2 § 2,078.3
Administrative fees ................. 115.5 116.5 108.5 114.6 115.2
Net investment income . ............ 612.8 602.5 586.5 541.0 516.3
Net capitallosses . .................. (6.9) (51.6) (26.9) (128.8) (0.6)
Totalrevenues . .................. 2,874.7 2,765.1 2,770.0 2,667.0 2,709.2
Benefits and expenses:
Benefits to policyholders and interest
credited ............ ... ... ..., 1,932.2 1,778.2 1,721.3 1,700.1 1,700.6
Operating expenses®* ............... 708.5 665.2 693.8 686.6 636.2
Interest expense ................... 38.9 38.9 39.2 39.2 30.7
Total benefits and expenses ....... 2,679.6 2,482.3 2,454.3 2,425.9 2,367.5
Income before income taxes . ............ 195.1 282.8 315.7 241.1 341.7
INCOME tAXES « v ot v e eie i iieeie s 55.8 93.8 106.8 78.2 114.2
Netincome ........ccooveiiinninnnn. .. $ 139.3 $ 189.0 $ 2089 $ 1629 $ 227.5
Benefit Ratios, including interest credited
(% of total premiums):
Groupinsurance ..................... 83.1% 77.2% 74.7% 73.6% 77.4%
Individual disability .................. 67.3 66.8 69.3 78.7 69.3
Per Common Share:
Basicnetincome ..................... $ 3.10 $ 4.04 $ 427 % 3.3%3 $ 4.39
Diluted netincome .................. 3.09 4.02 4.26 3.30 4.35
Market value atyearend .............. 36.75 45.14 40.02 41.77 50.38
Dividends declared and paid ........... 0.89 0.86 0.80 0.75 0.72
Basic weighted-average shares
outstanding ........... ... ... 44,876,650 46,774,277 48,932,908 48,917,235 51,824,050
Diluted weighted-average shares
outstanding .................. ... 45,016,070 47,006,228 49,044,543 49,292,240 52,344,950
Ending shares outstanding ............ 44,268,859 46,159,387 47,744,524 48,989,074 49,155,131
Balance Sheet Data:
General accountassets .. .............. $ 13,840.5 $ 13,0559 $ 12,395.0 $ 11,479.3 $ 10,596.5
Separate accountassets ............... 4,593.5 4.787.4 4,174.5 3,075.9 4,386.4
Total assets .. .....c.ovvivinenann.n. $ 18,4338 $ 17,8433 § 16,569.5 $ 14,5655.2 $ 14,982.9
Longtermdebt...................... $ 3009 $ 551.9 $§ 553.2 § 561.5 $ 562.6
Total liabilities ...................... 16,423.3 15,931.2 14,834.1 13,174.9 13,553.9
Totalequity ......................... 2,010.5 1,912.1 1,735.4 1,380.3 1,429.0
Statutory Data:
Net gain from operations before federal
income taxes and realized capital gains
(JOSSES) « v vttt $ 185.1 § 3174 $ 3750 $ 3416 $ 309.3
Net gain from operations after federal
income taxes and before realized
capital gains (losses) ................ 143.1 202.4 251.4 235.0 197.2
Capitaland surplus . .................. 1,193.1 1,226.8 1,243.2 1,154.6 1,047.8
Asset valuation reserve ................ 107.2 95.6 89.7 78.8 102.2

* Includes operating expenses, commissions and bonuses, premium taxes, and the net increase in deferved acquisition costs, value of business acquired and other

intangible assets.
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Iltem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following management assessment of the financial condition and results of operations should be read in
conjunction with the consolidated financial statements and related notes thereto contained in Item 8, “Financial
Statements and Supplementary Data.” Our consolidated financial statements and certain disclosures made in this Form
10-K have been prepared in accordance with accounting principles generally accepted in the United States of America
(“GAAP”) and require us to make estimates and assumptions that affect reported amounts of assets and liabilities and
disclosures of contingent assets and contingent liabilities at the dates of the financial statements and the reported amounts
of revenues and expenses during each reporting period. The estimates most susceptible to material changes due to
significant judgment are identified as critical accounting policies. The results of these estimates are critical because they
affect our profitability and may affect key indicators used to measure our performance. See “Critical Accounting Policies
and Estimates.”

Financial measures that exclude after-tax costs related to our 2009 operating expense reduction initiatives and after-tax
net capital gains and losses are non-GAAP measures. To provide investors with a broader understanding of earnings, we
provide net income per diluted share excluding after-tax costs related to our 2009 operating expense reduction initiatives
and after-tax net capital gains and losses, along with the GAAP measure of net income per diluted share, because costs
related to operating expense reduction initiatives occur infrequently and capital gains and losses are not likely to occurin a
stable pattern.

This management’s discussion and analysis of financial condition and results of operations contain forward looking
statements. See Part I, Item 1A, “Risk Factors—Forward-Looking Statements.”

EXECUTIVE SUMMARY
Financial Results Overview
The following table sets forth selected consolidated financial results:

Years ended
December 31,
(Dollars in millions except share data) 2011 2010 2009
NELINCOME . .ottt ettt et e e et e e e e e e e $ 1393 $ 189.0 § 208.9
After-tax costs related to operating expense reduction initiatives ........ — — (12.0)
After-tax net capitallosses .......... ... ... . .. .. i, (4.5) (32.1) (17.3)
Net income excluding after-tax costs related to operating expense
reduction initiatives and after-tax net capital losses .............. $ 1438 §$ 221.1 § 238.2
Diluted earnings per common share:
NEtiNCOME ..ot vt ittt e e e e e e e e $ 3.09 § 402 $ 4.26
After-tax costs related to operating expense reduction initiatives ...... — — (0.25)
After-tax net capital losses .......... ...t (0.10) (0.68) (0.35)
Net income excluding after-tax costs related to operating expense
reduction initiatives and after-tax net capital losses .............. $ 319 § 470 $ 4.86
Diluted weighted-average common shares outstanding . ................ 45,016,070 47,006,228 49,044,543

The decrease in GAAP results for 2011 compared to 2010 was primarily due to a comparatively higher benefit ratio in our
Insurance Services segment as a result of higher claims incidence in our group insurance business, partially offset by higher
earnings in our Asset Management segment. Diluted earnings per common share for 2011 reflected the effect of a decrease
in diluted weighted-average common shares outstanding, which was primarily due to share repurchases.

GAAP results for 2010 compared to 2009 reflected less favorable claims experience in the Insurance Services segment
and net capital losses recognized on real estate acquired in satisfaction of debt through foreclosure or the acceptance of
deeds in lieu of foreclosure on commercial mortgage loans (“real estate owned”) and additional provisions to our
commercial mortgage loan loss allowance. These factors were partially offset by higher earnings in the Asset Management
segment, the effect of a decrease in diluted weighted-average common shares outstanding and a reduction in operating
expenses reflecting the completion of our 2009 operating expense reduction initiatives and careful expense management
during 2010.

STANCORP FINANCIAL GROUP, INC.



Outlook for 2012

We will continue to focus on our long-term objectives and address challenges that arise with financial discipline and from
a position of financial strength. We manage for long-term profitability by focusing on business diversification, disciplined
product pricing, sound underwriting, effective claims management and high-quality customer service.

We intend to remain focused on preserving the value of our business by continuing to provide excellent service to our
customers and by enhancing our financial strength. We will continue to focus on optimizing shareholder value through
sustainable profitability by investing in new product and service capabilities and through the strategic use of capital. We
believe these actions position us well for growth as the economy recovers.

For 2012, we have established the following expectations:

* Net income per diluted share, excluding after-tax net capital gains and losses, to be in the range of $3.60 to $3.90.

» Return on average equity, excluding after-tax net capital gains and losses from net income and accumulated other

comprehensive income and losses from equity, to be in the range of 9% to 10%.
Expectations and guidance for any specific year may vary due to short-term market trends, changes in the interest rate
environment and other factors. More specifically, these expectations will be affected by the following items:

¢ Premium growth—Beginning in 2011, we implemented pricing actions for both new and renewal long term disability
business. Given these pricing actions and the effect of the continued challenging economic environment on the
employment and wage levels of our group insurance customers, we expect group insurance premium growth to be
relatively flat. However, our strong customer retention in the group insurance business has created the potential for
organic growth in premiums as wage growth and employment levels improve.

¢ Interest rates—The interest rate environment can affect our new money investment interest rate and the discount rate
used to establish long term disability reserves. If the current interest rate environment persists, we estimate the
discount rate would be lowered 25 to 50 basis points during 2012. Based on our current size, a 25 basis point increase
or decrease in the discount rate results in a comparable increase or decrease in quarterly pre-tax income of $1.6
million.

* Benefit ratio—We expect that the 2012 annual benefit ratio for the group insurance business will be in the range of
80% to 82%. We expect the annual benefit ratio to return to a historical range of 74% to 78% when pricing actions on
our long term disability business are completed and wage growth and employment levels return to historical levels.

* Share repurchases—Given the continued uncertainty in the economy, we expect to be conservative in capital
deployment for 2012 with share repurchases in the range of $40 million to $80 million. We will evaluate share
repurchases opportunistically based on equity markets, capital levels and other opportunities for capital deployment;
as well as an assessment of the direction of the overall economy.

¢ Effective income tax rate—OQOur purchases of tax-advantaged investments will result in a lower effective income tax rate.
We expect our effective income tax rate for 2012 will be approximately 26% to 27%.

e Deferred acquisition costs—We will adopt Accounting Standards Update (“ASU”) 2010-26, Accounting for Costs
Associated with Acquiring or Renewing Insurance Contracts, on a retrospective basis in the first quarter of 2012. We
currently estimate that implementing the change will increase pre-tax expenses by approximately $3 to $4 million
annually with a cumulative effect adjustment to retained earnings of approximately $20 to $25 million in the initial
year of adoption.
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Part 11

CONSOLIDATED RESULTS OF OPERATIONS
Revenues

Revenues consist of premiums, administrative fees, net investment income and net capital gains and losses. Historically,
premium growth in our Insurance Services segment and administrative fee revenues growth in our Asset Management
segment have been the primary drivers of consolidated revenue growth.

The following table sets forth consolidated revenues:

Years ended
December 31,

Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Revenues:
Premiums .......... ... ... ... ... .. .... $ 21533 2.7% $ 20977 02)% $ 21019
Administrative fees .. ... ... o i, 1155 (0.9) 116.5 7.4 108.5
Net investmentincome ................... 612.8 1.7 602.5 2.7 586.5
Netcapitallosses . ........................ (6.9) 86.6 (51.6) (91.8) (26.9)
Totalrevenues......................... $ 2,874.7 4.0 $ 2,765.1 (0.2) $ 2,770.0

The increase in revenues for 2011 compared to 2010 was primarily due to an increase in premiums from our Insurance
Services segment and a decrease in net capital losses. The slight decrease in revenues for 2010 compared to 2009 was
primarily due to an increase in net capital losses, partially offset by an increase in administrative fee revenues and net
investment income from our Asset Management segment. Net capital gains and losses are reflected in the Other category.
See “Business Segments—Other—Net Capital Gains (Losses).”

Premiums

Insurance Services segment premiums are the primary driver of consolidated premiums and are affected by the following
factors:

e Sales.

* Customer retention.

¢ Organic growth in our group insurance businesses, which is derived from existing policyholders’ employment and
wage growth.

* Experience rated refunds (“ERRs”). ERRs represent a cost sharing arrangement with certain group contract holders
that provides refunds to the contract holders when claims experience is more favorable than contractual benchmarks,
and provides for additional premiums to be paid when claims experience is below the contractual benchmarks. ERRs
can fluctuate widely from quarter to quarter depending on the underlying experience of specific contracts.

Premiums from our Asset Management segment are generated from sales of life-contingent annuities, which are a single-
premium product. Due to the competitive nature of single-premium products, premiums in the Asset Management
segment can fluctuate widely from quarter to quarter. See “Business Segments—Asset Management Segment.”

The following table sets forth premiums by segment:

Years ended
December 31,

Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Premiums:
Insurance Services ..................... $ 21453 4.3% $ 2,056.2 (0.5)% $ 2,067.2
Asset Management ..................... 8.0 (80.7) 41.5 19.6 34.7
Total premiums ..................... $ 21533 2.7 $ 2,097.7 (0.2) $ 21019
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The overall increase in premiums for 2011 compared to 2010 was primarily due to strong sales and customer retention
levels, and comparatively lower ERRs for 2011 in our Insurance Services segment, partially offset by decreased premiums in
our Asset Management segment related to a decrease in sales of life-contingent annuities. See “Business Segments—
Insurance Services Segment” and “Business Segments—Asset Management Segment.”

The slight decrease in premiums for 2010 compared to 2009 was primarily driven by a few large case terminations in our
group insurance businesses during 2009. These terminated customers contributed to premiums for a portion of 2009. In
addition, premium growth was negatively affected by a lack of organic growth in our group insurance businesses, reflecting
negative employment growth and lower wage growth as our customers continued to navigate a challenging economy. Also,
individual disability premiums for the first quarter of 2009 included a single premium of approximately $18 million related
to the termination of reinsurance agreements on certain individual disability insurance. These factors were mostly offset by
strong sales and favorable persistency in 2010.

Administrative Fee Revenues

The primary driver for administrative fee revenues is the level of assets under administration in our Asset Management
segment, which is driven by equity market performance and net customer deposits. Administrative fee revenues from our
Insurance Services segment are primarily derived from insurance products for which we provide only administrative
services.

The following table sets forth administrative fee revenues by segment:

Years ended

December 31,
Percent Percent

(Dollars in millions) 2011 Change 2010 Change 2009
Administrative fee revenues:

TNSUrance SErvICes . ... vuv ettt $ 12.3 28.1% $ 9.6 15.7% $ 8.3

AssetManagement ... 119.9 (1.3) 121.5 6.5 114.1

(@ 13 ¢ T o NP (16.7) (14.4) (14.6) (5.0) (13.9)

Total administrative fee revenues .................. $ 1155 0.9) $ 1165 7.4 $ 1085

The slight decrease in administrative fee revenues in our Asset Management segment for 2011 compared to 2010 was
primarily due to decreased assets under administration in our retirement plan trust assets and private client wealth
management assets.

The increase in administrative fee revenues in our Asset Management segment for 2010 compared to 2009 was primarily
due to improvements in equity market performance leading to increased asset-based administrative fee revenues from our
retirement plans business, though equity market values have shown continued volatility. This increase was partially offset by
net retirement plan withdrawals primarily due to the termination of a few large plans that were not meeting our profit-
ability objectives. See “Business Segments—Asset Management Segment.”
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Net Investment Income

Net investment income is primarily affected by changes in levels of invested assets, interest rates, fluctuations in the fair
value of our Standard & Poor’s (“S&P”) 500 Index call spread options (“S&P 500 Index options”) related to our indexed
annuity product, commercial mortgage loan prepayment fees and call premiums on bonds.

The following table sets forth net investment income by segment and associated key indicators:

Years ended
December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Net investment income:
INSUrance SErviCes . .. ... v vttt it $ 341.3 0.7% $ 338.9 1.1% $ 335.1
AssetManagement ............. ... ... . i 262.7 4.7 251.0 7.3 234.0
Other ... . . 8.8 (30.2) 126  (27.6) 17.4
Total net investment income . .................... $ 612.8 1.7 $ 602.5 2.7 $ b586.5
Key indicators of net investment income:
Contribution from the change in fair value of the S&P
500 Index Options . ..........viiiiiiiiiiiii.. $ (0.2) (10249)% $ 8.4 78.7% $ 4.7
Average invested assets .............iiiiiiiiiin.. 11,521.0 6.1 10,858.2 8.9 9,969.9
Portfolio yields:
Fixed maturity securities ......................... 5.08% 5.31% 5.46%
Commercial mortgageloans . ..................... 6.34 6.45 6.46

The increase in net investment income for 2011 compared to 2010 was primarily due to an increase in average invested
assets, which primarily resulted from individual annuity sales. Also contributing to the increase in net investment income
for 2011 was $7.1 million of call premiums received on certain fixed maturity securities, compared to $4.4 million in 2010,
and $7.5 million of prepayment fees received on commercial mortgage loans, compared to $3.4 million in 2010. Partially
offsetting these increases was a decline in the change in fair value of our S&P 500 Index options and a decline in the
portfolio yields for fixed maturity securities and commercial mortgage loans.

The increase in net investment income for 2010 compared to 2009 was primarily due to an increase in average invested
assets, which primarily resulted from individual annuity sales. Also contributing to the increase was an increase in the
contribution from the change in fair value of our S&P 500 index options. Partially offsetting these increases was a decline in
the portfolio yield for fixed maturity securities.

Given the uncertainty surrounding credit spreads and the direction of interest rates, we may experience lower new
money interest rates in the future if credit spreads remain tight and interest rates remain low. New money interest rates are
also affected by the current volume and mix of commercial mortgage loan originations, the purchases of fixed maturity
securities and other investments.

We seek investments containing call or prepayment protection to ensure our expected cash flow is not adversely affected
by unexpected prepayments. Callable bonds without make-whole provisions represented 6.4% of our fixed maturity security
portfolio for 2011. We also originate commercial mortgage loans containing a make-whole prepayment provision requiring
the borrower to pay a prepayment fee. As interest rates decrease, potential prepayment fees increase. These larger
prepayment fees deter borrowers from refinancing during a low interest rate environment. Approximately 95% of the
commercial mortgage loans we originate contain this prepayment provision. Almost all of the remaining commercial
mortgage loans contain fixed percentage prepayment fees that mitigate prepayments but may not fully protect our
expected cash flows in the event of prepayment. Commercial mortgage loan prepayment fees were $7.5 million, $3.4
million and $2.8 million for 2011, 2010 and 2009 respectively.
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Net Capital Gains (Losses)

Net capital gains and losses are reported in the Other category and are not likely to occur in a stable pattern. Net capital
gains and losses primarily occur as a result of sales of our assets for more or less than carrying value, other-than-temporary
impairments (“OTTI”) of assets in our bond portfolio, provisions to our commercial mortgage loan loss allowance and
losses recognized due to the impairment of real estate and impairments of low-income housing tax credit investments.

The following table sets forth net capital gains and losses and associated key components:

Years ended
December 31,

Dollar Dollar
(In millions) 2011 Change 2010 Change 2009
Netcapital I0SS€S . . . oot ii i $ (69 $ 447 $ (51.6) $ (24.7) $ (26.9)
Key components of net capital gains (losses):
Net capital gains (losses) on fixed maturity securities .......... $ 91 $§ (63) % 154 $ 208 $ (5.4)
Net capital gains (losses) on real estate investments ........... 34.7 25.1 9.6 10.0 (0.4)
Net capital losses on real estateowned ...................... (16.5) 6.4 (22.9) (22.9) —
Provision to our commercial mortgage loan loss allowance .. ... (32.7) 15.4 (48.1) (27.0) (21.1)

Net capital losses for 2011 were primarily related to our commercial mortgage loan loss allowance provision and losses
recognized on real estate acquired in satisfaction of debt through foreclosure or the acceptance of deeds in lieu of
foreclosure on commercial mortgage loans (“real estate owned”). These losses were partially offset by net capital gains
related to the sale of real estate investments and certain fixed maturity securities. See “Liquidity and Capital Resources—
Investing Cash Flows—Commercial Mortgage Loans” and “Business Segments—Other—Net Capital Gains (Losses).”

The increase in net capital losses for 2010 compared to 2009 was primarily related to the foreclosure and restructuring of
commercial mortgage loans with a single borrower during the second quarter of 2010 recorded as additional provisions to
our commercial mortgage loan loss allowance. Capital losses were also recognized due to impairments on properties
acquired from the above mentioned borrower resulting from the receipt of independent appraisals and on low-income
housing tax credit investments. Due to the prescribed accounting treatment for low-income housing tax credit investments,
we will record impairments if we are not able to realize any value either through reductions to our taxable income and
related tax liabilities or through a sale to a third party. These losses were partially offset by net capital gains related to the
sale of certain fixed maturity securities and from the sale of real estate investments. See “Liquidity and Capital Resources—
Investing Cash Flows—Commercial Mortgage Loans” and “Business Segments—Other—Net Capital Gains (Losses).”

Benefits and Expenses
Benefits to Policyholders
Consolidated benefits to policyholders is primarily affected by the following factors:
* Reserves that are established in part based on premium levels.
¢ Claims experience—the predominant factors affecting claims experience are claims incidence, measured by the
number of claims, and claims severity, measured by the magnitude of the claim and the length of time a disability
claim is paid.
¢ Reserve assumptions—the assumptions used to establish the related reserves reflect expected incidence and severity,
and the discount rate. The discount rate is affected by new money investment interest rates and the overall portfolio
yield. See “Critical Accounting Policies and Estimates—Reserves for Future Policy Benefits and Claims.”
¢ Current estimates for future benefits on life-contingent annuities.
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The following table sets forth benefits to policyholders by segment:

Years ended
December 31,

Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Benefits to policyholders:
INSUrance SErviCeS ... ...t e, $ 1,7509 11.8% $ 1,566.4 24% $ 15303
Asset Management ........... ... ... i, 20.3 (62.0) 53.4 17.6 45.4
Total benefits to policyholders ................... $ 1,771.2 93 § 11,6198 2.8 $ 1,5575.7

The increase in benefits to policyholders for 2011 compared to 2010 was primarily due to higher claims incidence in the
group long term disability insurance business. See “Business Segments—Insurance Services Segment—Benefits and
Expenses—Benefits to Policyholders (including interest credited).”

The increase in benefits to policyholders for 2010 compared to 2009 was primarily due to higher claims incidence and
fewer claim closures in the group long term disability insurance business and a few large claims in the group life insurance
business. Benefits to policyholders for 2009 included approximately $18 million of additional individual disability insurance
reserves recorded during the first quarter of 2009 due to the termination of reinsurance on certain reinsured policies and
claims. See “Business Segments—Insurance Services Segment—Benefits and Expenses—Benefits to Policyholders
(including interest credited).”

Interest Credited
Interest credited represents interest paid to policyholders on retirement plan general account assets, individual fixed-rate
annuity deposits and index-based interest guarantees embedded in indexed annuities (“index-based interest guarantees”)
in the Asset Management segment and interest paid on life insurance proceeds on deposit in the Insurance Services
segment.
Interest credited is primarily affected by the following factors:
® Growth in general account assets under management.
¢ Growth in individual fixed-rate annuity liabilities.
* Changes in new investment interest rates and overall portfolio yield, which influence our interest-crediting rate for our
customers.
* Changes in customer retention.
¢ Changes in the fair value of the index-based interest guarantees. These changes may fluctuate from quarter to quarter
due to changes in interest rates and equity market volatility. See “Business Segments—Asset Management Segment—
Benefits and Expenses—Interest Credited” for information regarding the interest credited on our indexed annuity
product.
The following table sets forth interest credited and associated key components:

Years ended
December 31,

(Dollars in millions) 2011 Change 2010 Change 2009
Interestcredited ......... ... $ 1610 $ 26 $ 1584 $12.8 $145.6

Key components of interest credited:
Contribution from the change in fair value of index-

based interest guarantees . ....................... $ 1.3 § (4.5) $ 58 § 6.2 $ (0.4)
Average individual annuity assets under
administration . ..........o. it 2,830.0 11.5% 2,5637.6 14.1% 2,223.8

The increases in interest credited for both 2011 and 2010 primarily reflected growth in our average individual annuity
assets under administration and the change in fair value of the index-based interest guarantees.
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Operating Expenses
The following table sets forth operating expenses and costs incurred during 2009 operating expense reduction initiatives:

Years ended
December 31,

Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Operating eXpenses . .. .......uuueneenrnneneennnn.. $ 4712 5.6% $ 446.2 63)% $§ 476.2
Pre-tax costs related to operating expense
reduction iNIHALIVES . . . ... oit it iii i — n/a —_ n/a 18.6

The increase in operating expenses for 2011 compared to 2010 was primarily related to business growth as evidenced by
premium growth, and approximately $11.0 million in project costs for information technology services. See “Business
Segments.”

The decrease in operating expenses for 2010 compared to 2009 was primarily related to the completion of our 2009
operating expense reduction initiatives and careful expense management during 2010. Operating expenses for 2009
included $18.6 million of costs related to our 2009 operating expense reduction initiatives. These costs were recorded in
our Other category. The cost savings resulting from these initiatives were primarily reflected in the Asset Management
segment for 2010. See “Business Segments.”

Commissions and Bonuses

Commissions and bonuses primarily represent sales-based compensation, which can vary depending on the product, the
structure of the commission program and other factors such as customer retention, sales, growth in assets under
administration and the profitability of business in each of our segments.

The following table sets forth commissions and bonuses:

Years ended
December 31,

Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Commissionsand bonuses ...................o..... $ 2187 6.1% $ 206.1 2.0% $ 202.0

The increase in commissions and bonuses for 2011 compared to 2010 was primarily due to an increase in our Insurance
Services segment sales and individual annuity business sales. The increase in commissions and bonuses for 2010 compared
to 2009 was primarily due to an increase in our Insurance Services segment sales, partially offset by a change in our
individual annuity product mix.

Net Change in Deferred Acquisition Costs (“DAC”), Value of Business Acquired (“VOBA”) and Other Intangible Assets

We normally defer certain acquisition-related commissions and incentive payments, certain costs of policy issuance and
underwriting, and certain printing costs. These costs are then amortized into expenses over a period not to exceed the life
of the related policies, which for group insurance contracts is the initial premium rate guarantee period and averages 2.5
years. VOBA primarily represents the discounted future profits of business assumed through reinsurance agreements. A
portion of VOBA is amortized each year to achieve matching against expected gross profits. Our other intangible assets,
consisting of customer lists and marketing agreements, are also subject to amortization. Customer lists were obtained
through acquisitions of Asset Management businesses and have a combined estimated weighted-average remaining life of
approximately 8.3 years. The intangible asset associated with the individual disability marketing agreement with the
Minnesota Life Insurance Company (“Minnesota Life”) will be fully amortized by 2023. See “Critical Accounting Policies
and Estimates—DAC, VOBA and Other Intangible Assets.”
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The following table sets forth the operating impact resulting in a net increase in DAC, VOBA and other intangible assets:

Years ended
December 31,

Dollar Dollar
(In millions) 2011 Change 2010 Change 2009
Deferral of acquisition CoSLS . ........oviitiiiiiniinnenn... $ (988) $5.9) $ 929 % 1.0 $ (93.9)
Amortization of DAC, VOBA and other intangible assets ............ 80.7 9.6 71.1 4.2) 75.3
Net increase in DAC, VOBA and other intangible assets .......... $ (181) $ 37 % (21.8)% (3.2 $ (18.6)

The net increase in DAC, VOBA and other intangible assets was lower for 2011 compared to 2010 primarily due an
increase in the amortization of DAC which was driven by an increase in net investment income from call premiums. This
increase was partially offset by losses due to the change in fair value of our indexed-based guarantees and an increase in
deferrals in our Insurance services segment resulting from higher sales.

The net increase in DAC, VOBA and other intangible assets was higher for 2010 compared to 2009 due to an increase in
deferrals in our group insurance businesses resulting from higher sales, a decrease in amortization driven by favorable
persistency in our group and individual disability insurance businesses, changes in the interest rates environment and
favorable lapse experience in the individual annuity segment.

Income Taxes

Income taxes may differ from the amount computed by applying the federal corporate tax rate of 35% to pre-tax income
because of the net result of permanent differences between book and taxable income and because of the inclusion of state
and local income taxes, net of the federal tax benefit.

The following table sets forth the combined federal and state effective income tax rates:

Years ended

December 31,
2011 2010 2009
Combined federal and state effective INCOME tAX TALES ...\ vt vttt ettt e et eennnns 28.6% 33.2% 33.8%

During 2011 and the second half of 2010, we purchased tax-advantaged investments. As a result of these investments, our
effective tax rate decreased 3.2% in 2011. The effective rate also decreased due to certain favorable permanent tax
differences relative to lower income in 2011. We will continue to purchase investments that meet our yield and quality
requirements.

At December 31, 2011, the years open for audit by the Internal Revenue Service (“IRS”) were 2009 through 2011. The
years 2008 through 2011 were also open for audit by state authorities. See Item 8, “Financial Statements and Supplementary
Data—Notes to the Consolidated Financial Statements—Note 7—Income Taxes” for more information on the change in
the effective tax rate.

BUSINESS SEGMENTS

We operate through two reportable segments: Insurance Services and Asset Management, as well as an Other category.
Resources are allocated and performance is evaluated at the segment level. The Insurance Services segment offers group
and individual disability insurance, group life and accidental death and dismemberment (“AD&D”) insurance, group
dental and group vision insurance, and absence management services. The Asset Management segment offers full-service
401(k) plans, 403(b) plans, 457 plans, defined benefit plans, money purchase pension plans, profit sharing plans and
non-qualified deferred compensation products and services. This segment also offers investment advisory and management
services, financial planning services, commercial mortgage loan origination and servicing, individual fixed-rate annuity
products, group annuity contracts and retirement plan trust products. The Other category includes return on capital not
allocated to the product segments, holding company expenses, operations of certain unallocated subsidiaries, interest on
debt, unallocated expenses, net capital gains and losses and adjustments made in consolidation.
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The following table sets forth segment revenues measured as a percentage of total revenues, excluding revenues from the
Other category:

Years ended

December 31,
2011 2010 2009
TNSUIANICE SOIVICES . vttt ettt ettt et e e et e et e et e e e e e e 86.5% 85.3% 86.3%
ASSet MANAGEIMENL . .. oottt ettt ettt ettt 13.5 14.7 13.7

insurance Services Segment
The Insurance Services segment is our largest segment and substantially influences our consolidated financial results.
The following table sets forth key indicators that we use to manage and assess the performance of the Insurance Services

segment:
Years ended
December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Premiums .. ...ttt e $ 2,145.3 43% $ 2,056.2 05)% $ 2,067.2
TOtaAl FEVENUES .« o v oottt i e ettt it et 2,498.9 39 2,404.7 (0.2) 2,410.6
Income beforeincome taxes ...............ccovvurnn.. 203.5 (35.1) 313.8 (11.9) 356.3
Sales (annualized new premiums) reported at contract
effectivedate ......... ... i 358.6 2.0 351.7 13.2 310.8
Benefit ratios, including interest credited (%
of premiums):
Insurance Services segment ... .............c........ 81.8% 76.4% 74.3%
Groupinsurance ...........c.uuuniininnnnniee.... 83.1 77.2 74.7
Individual disability .............. ... . .. ... . 67.3 66.8 69.3
Operating expense ratio (% of premiums) ............. 15.8% 16.1% 16.2%

Income before income taxes decreased for 2011 compared to 2010 primarily due to less favorable claims experience in
the group insurance business as a result of higher group long term disability claims incidence. Income before income taxes
decreased for 2010 compared to 2009 primarily due to less favorable claims experience and lower premiums.

Revenues

Revenues for the Insurance Services segment are primarily driven by insurance premiums. The increase in revenues for
2011 compared to 2010 was primarily due to higher premiums in our group insurance business. The slight decrease in
revenues for 2010 compared to 2009 was primarily due to lower premiums in our individual disability insurance business
due to a single premium of approximately $18 million received in the first quarter of 2009 related to the termination of
reinsurance on certain individual disability reinsured policies and claims.

Premiums

The primary factors that affect premiums for the Insurance Services segment are sales and customer retention for our
insurance products and organic growth in our group insurance businesses derived from existing group policyholders’
employment and wage growth. Premium levels can also be influenced by ERRs. ERRs represent cost sharing arrangements
with certain group contract holders that provide refunds to the contract holders when claims experience is better than
contractual benchmarks, and provide for additional premiums to be paid when claims experience is below the contractual
benchmarks. ERRs can fluctuate widely from quarter to quarter depending on the underlying experience of specific
contracts.
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The following table sets forth premiums and sales by line of business for the Insurance Services segment:

Years ended
December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Premiums:
Grouplifeand AD&D ........ ... ... . i, $ 8926 6.8% $ 835.7 20% $ 819.6
Group long term disability ........... ... .. ... oL 803.3 0.4 7999 (3.1) 825.6
Group short term disability ........................ ... ..., 208.0 2.1 203.7 (1.0 205.7
Groupother ... ... ... ... . i 81.6 0.1 81.5 2.5 79.5
Experienceratedrefunds . ............. . ... . .. oLl (12.5) 55.2 (27.9) 30.6 (40.2)
Total group insurance . .........ooveiiiiii ... 1,973.0 4.2 1,892.9 0.1 1,890.2
Individual disability ........... ... . ... .. ... . .., 172.3 5.5 163.3  (7.7) 177.0
Total premiums ........ ...ttt $ 2,1453 43 $ 2,056.2 (0.5) $ 2,067.2
Key indicators of premiums:
Total premiums excluding ERRs .................ooiii..., $ 2,1578 3.5% $ 2,084.1 D% $ 2,107.4
Group insurance sales (annualized new premiums) reported at
contracteffectivedate . ........... ... ... it 336.4 1.8 330.6 149 287.8
Individual disability sales (annualized new premiums) ......... 22.2 5.2 21.1 (8.3) 23.0

The increase in group insurance premiums for 2011 compared to 2010 was primarily due to strong group insurance sales
and strong customer retention levels, in addition to comparatively lower ERRs. The decrease in individual disability
premiums for 2010 was primarily related to a single premium of approximately $18 million received in the first quarter of
2009 related to the termination of reinsurance on certain individual disability reinsured policies and claims. The premiums
received from these terminations of reinsurance were offset by approximately $18 million in additional reserves assumed.

Sales. Strong group insurance sales for 2011 reflected continued customer interest for our product and service
capabilities while the group insurance market continues to be a price-competitive sales environment.

Customer Retention. Customer retention, also referred to as persistency, increased to 88.8% for 2011, compared to 88.7%
for 2010. Persistency in our individual disability products remained above 90%.

Organic Growth. A portion of premium growth in our group insurance in force business is affected by employment and
wage growth, changes in price per insured and the average age of employees. Unfavorable economic conditions have
resulted in lower levels of employment, and have negatively affected both wage rate and employment growth since the
second half of 2008. Premiums continued to be negatively affected by the economic environment which has resulted in
lower wage growth and lower employment levels in our existing customer base.

Net Investment Income
The following table sets forth net investment income for the Insurance Services segment:

Years ended
December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Net Investment iNCOME .. ... ..ttt ettt $ 3413 07% $ 3389 1.1% $ 335.1

Net investment income is primarily affected by changes in levels of invested assets, interest rates and prepayment fees.
See “Consolidated Results of Operations—Revenues—Net Investment Income.”

Benefits and Expenses

Benefits to Policyholders (including interest credited)
Benefits to policyholders is primarily affected by the following factors:
* Reserves that are established in part based on premium levels.
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e Claims experience — the predominant factors affecting claims experience are claims incidence, measured by the
number of claims, and claims severity, measured by the magnitude of the claim and the length of time a disability
claim is paid.

* Reserve assumptions — the assumptions used to establish the related reserves reflect claims incidence and severity, and
the discount rate. The discount rate is affected by the new money investment interest rates and the overall portfolio
yield. See “Critical Accounting Policies and Estimates—Reserves for Future Policy Benefits and Claims.”

The benefit ratio, calculated as benefits to policyholders and interest credited as a percentage of premiums, is utilized to

provide a measurement of claims normalized for growth in our in force block.

The following table sets forth benefits to policyholders (including interest credited) and the benefit ratios for the

Insurance Services segment:

Years ended
December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Benefits to policyholders, including interest credited .......... $ 1,755 11.7% $ 1,571.2 24% $ 1,535.0
Benefit ratios, including interest credited (% of premiums):
Insurance SErvices SEEMENt ... .......couueeueenreenneenns 81.8% 76.4% 74.3%
Group inSurancCe .............c.ceieieemiiininnnnieeennnn. 83.1 77.2 74.7
Individual disability ........ ... i i 67.3 66.8 69.3

The increase in Insurance Services benefits to policyholders (including interest credited) for 2011 compared to 2010 was
primarily due to higher claims incidence in our group long term disability insurance business. In addition, there was a
reserve release for group long term disability claims of $14.6 million in 2010 and no similar release in 2011. These increases
were partially offset by a decrease in additional amounts recorded to our individual disability reserves, which totaled $3.6
million for 2011, compared to $7.8 million for 2010.

The higher claims incidence in our group long term disability business has not been concentrated in any single industry,
region or policy year.

The increase in Insurance Services benefits to policyholders (including interest credited) for 2010 compared to 2009 was
primarily due to higher incidence and fewer claim closures in the group long term disability insurance business, a few large
claims in the group life insurance business and a decrease in the group long term disability reserve release which amounted
to $16.6 million for 2009 and $14.6 million for 2010. Offsetting these factors was a decrease in additional amounts recorded
to our individual disability reserves which totaled $11.5 million for 2009, compared to $7.8 million for 2010, in addition to
the inclusion of approximately $18 million of additional individual disability insurance reserves in 2009 benefits to
policyholders recorded due to the termination of reinsurance on certain reinsured policies and claims.

The reserve releases related to our group long term disability insurance business for 2010 and 2009 were primarily due to
favorable claims experience compared to reserving assumptions for certain reserve items. Claims experience is one of the
factors we use in estimating our reserves. However, the favorable claims experience seen in 2010 and 2009 did not result in
a significant change in our underlying assumptions or methods used to determine the estimated reserves, primarily due to
the long-term nature of our group long term disability insurance business and the materiality of other factors, including the
potential impact of the economic uncertainty during 2010 and 2009. We carefully monitor trends in reserve assumptions
and when these trends become credible and are expected to persist, we incorporate these factors into our reserves to
ensure the best estimates are established. For a complete discussion of our reserve methodology, see “Critical Accounting
Policies and Estimates—Reserves for Future Policy Benefits and Claims.”

During 2011, we implemented targeted pricing increases on our group long term disability business that were, on
average, in the high single digit range. These pricing increases apply to both new sales and renewal business. Our pricing
reflects our long-term expectations of claims experience, demographic changes, return objectives and interest rates. We
will continue to monitor our claims activity closely, but remain confident in our current underwriting methodologies. The
increase in benefits to policyholders was partially offset by a higher average discount rate used for 2011 than 2010 to
establish reserves on newly incurred long term disability claims.
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The group insurance benefit ratio for 2011 was outside of our 2011 estimated annual range of 74% to 78%. The benefit
ratio is expected to remain elevated while the economy remains weak and until pricing actions are fully implemented.
Group insurance claims experience and the corresponding benefit ratio can fluctuate widely from quarter to quarter, and
therefore should be analyzed over a longer period.

We generally expect the individual disability benefit ratio to trend down over the long term to reflect growth in the
business outside of the large block of individual disability business assumed in 2000 from Minnesota Life. The anticipated
general decrease in the expected benefit ratio does not necessarily indicate an increase in profitability; rather it reflects a
change in the mix of revenues from the business.

In 2006, we adjusted the claim termination rate assumptions for the reserves on a small block of individual disability
claims based on an industry table. These assumptions were further refined in 2011, 2010 and 2009 resulting in increases in
reserves of $5.5 million, $12.5 million and $11.5 million, respectively. Our block of business is relatively small, and, as a
result, we view a blend of the released industry table and our own experience as a more appropriate method for
establishing reserve levels compared solely to our own experience. We will continue to monitor the credibility of our
developing experience and, if necessary, will adjust reserves accordingly.

We refined our reserve calculation for certain other individual disability claims in 2011 and 2010 which resulted in a
decrease in our individual disability reserves of $1.9 million and $4.7 million, respectively. There were no similar
calculation refinements in 2009.

The following table sets forth the average discount rate used for newly incurred long term disability claim reserves and
life waiver reserves:

Years ended
December 31,

2011 2010 2009
Average diSCOUNETAE . ... ...ttt et i i e eas 5.13% 5.00% 5.00%

The discount rate is based on the average rate we receive on newly invested assets during the previous 12 months, less a
margin. We also consider our average investment yield and average discount rate on our entire block of claims when
deciding whether to increase or decrease the discount rate. Based on our current size, every 25 basis point decrease in the
discount rate would result in an increase of approximately $1.6 million per quarter of benefits to policyholders. We do not
adjust group insurance premium rates based on short-term fluctuations in investment yields. Any offsetting adjustments of
group insurance premium rates due to sustained changes in investment yields can take from one to three years given that
most new contracts have rate guarantees in place.

If investment rates prove to be lower than provided for in the margin between the new money investment rate and the
reserve discount rate, we could be required to increase reserves, which could cause expense for benefits to policyholders to
increase. Given the uncertainty of the movement of future interest rates, this may result in significantly higher or lower
discount rates. A sustained low interest rate environment and fewer commercial mortgage loan and tax-advantaged
investments in future quarters could result in future reductions to the discount rate. The margin in our overall block of
business for group insurance between the invested asset yield and the weighted-average reserve discount rate at
December 31, 2011 and December 31, 2010 was 40 and 41 basis points, respectively. See “Liquidity and Capital Resources.”

Operating Expenses
The following table sets forth operating expenses for the Insurance Services segment:

Years ended

December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Operating eXPenses ... ......coeeuuunurueeereeenennaainnnns .. $ 3387 21% $ 3318 (06)% $ 3339
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The increase in Insurance Services operating expenses for 2011 compared to 2010 was primarily related to business
growth as evidenced by premium growth. The decrease in Insurance Services operating expenses for 2010 compared to
2009 was primarily due to a decrease in lease obligations and compensation related expenses resulting from our 2009
operating expense reduction initiatives and careful expense management during 2010. This was partially offset by
increased costs associated with several new customer service programs implemented in 2010.

Asset Management Segment
The following tables set forth key indicators that we use to manage and assess the performance of the Asset Management
segment:
Years ended
December 31,
Percent Percent
(In millions) 2011 Change 2010 Change 2009
Revenues:
Premiums .. ....ountte ittt ittt i s $ 8.0 (80.7)%% 415 196% $  34.7
Administrative fees . ... ... . i e 119.9 (1.3) 121.5 6.5 114.1
Net investment iNCOME . .. vv it einteeecaannrnenaenennns 2627 47 2510 73 2340
TOtAl TEVETIUES &« v v vttt e e ettt e ettt $ 390.6 (5.7 $ 4140 82 § 3828
Income before iNCOME tAXES . ..\ ovee i et $ 626 102% % 568 523% $ 373
Sales (Individual annuity deposits) .................. .. ... 410.3 12.8 363.8 (8.8) 398.8
Interest credited (% of net investment income):
Retirement plans ............ ..ot 54.6% 56.5% 57.5%
Individual annuities . ... ... ... ... . . . . i 66.5 69.0 68.4
Retirement plans annualized operating expenses (% of average
assets under administration) ..............c.oiiiiiiiiiie .. 0.58% 0.57% 0.66%
At December 31,
Percent
(Dollars in millions) 2011 2010 Change
Assets under administration:
Retirement plans general account .............. ..., $ 1,7302 § 1,5872 9.0%
Retirement plans SEParate aCCOUNL . ... ..vvteiurtrvareaeernreeannerennnn. 4,593.5 47874  (4.1)
Total retirement plans insurance products .............c.cooiiiiiiiien .. 6,323.7 6,374.6 (0.8)
Retirement plans trust Products . . ........ooiutt ittt iieeas 7,441.2 8,907.1 (16.5)
Individual aNNUILIES . . v oottt ettt et s 2,975.7 2,684.2 10.9
Commercial mortgage loans for otherinvestors .....................in.. 2,691.6 2,697.3 (0.2)
Private client wealth management ......... ... ... .. i i, 1,001.5 1,224.5 (18.2)
Total assets under administration . .............cccvuiuiinennnenan.n $ 204337 $§ 21,8877 (6.6)

Income before income taxes increased for 2011 compared to 2010 primarily due to higher bond call premiums and
commercial mortgage loan prepayment fee revenues. Income before income taxes increased for 2010 compared to 2009
primarily due to an increase in net investment income, an increase in administrative fee revenues and reduced operating
expenses resulting from the implementation of our 2009 operating expense reduction initiatives.

Revenues

Revenues for the Asset Management segment include retirement plan trust product administration fees, fees on
investments held in separate account assets and private client wealth management assets under administration, and
investment income on general account assets under administration. Premiums and benefits to policyholders reflect both
the sale of life-contingent annuities by our individual annuity business and the conversion of retirement plan assets into
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life-contingent annuities. Most of the sales for this segment are recorded as deposits and are therefore not reflected as
premiums. Individual fixed-rate annuity deposits earn investment income, a portion of which is credited to policyholders.

The decrease in revenue for 2011 compared to 2010 was primarily due to a decrease in individual annuity premiums,
which were driven by decreased sales of life-contingent annuities, which fluctuate widely in a price competitive market. The
decrease in individual annuity premiums was partially offset by an increase in net investment income due to higher bond
call premiums and commercial mortgage loan prepayment fees. The increase in revenues for 2010 compared to 2009 was
primarily due to an increase in net investment income, primarily related to an increase in average individual annuity assets
under administration, and administrative fee revenues, primarily due to the effect of improved equity market performance
on our retirement plan assets under administration.

Premiums

Premiums for the Asset Management segment are generated from the sale of life-contingent annuities, which are
primarily a single-premium product. Premiums and benefits to policyholders reflect both the sale of immediate annuities
by our individual annuity business and the conversion of retirement plan assets into life-contingent annuities, which can be
selected by plan participants at the time of retirement. Premiums for the segment can vary significantly from quarter to
quarter due to low sales volume of life-contingent annuities and the varying size of single premiums. Increases or decreases
in premiums for life-contingent annuities generally correlate with corresponding increases or decreases in benefits to
policyholders.

The following table sets forth premiums by line of business for the Asset Management segment:

Years ended

December 31,
Dollar Dollar

(In millions) 2011 Change 2010 Change 2009
Premiums:

Retirementplans ......... ... .. ... .. ittt $ 20 $ 04 $ 16% 09 $ 07

Individual annuities ............ ... .. . ... .., 6.0 (33.9) 399 59 34.0

Total premiums ...t $ 80 $ (335) $ 415 $ 68 § 347

Administrative Fee Revenues

Administrative fee revenues for the Asset Management segment include asset-based and plan-based fees related to our
retirement plans and private client wealth management businesses, and fees related to the origination and servicing of
commercial mortgage loans. The primary driver for administrative fee revenues is the level of assets under administration
for retirement plans, which is driven by equity market performance and net customer deposits. Assets under administration
that produce administrative fee revenues include retirement plan separate account, retirement plan trust products, private
client wealth management and commercial mortgage loans under administration for other investors.

The following tables set forth administrative fee revenues by line of business and associated key indicators for the Asset
Management segment:

Years ended
December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Administrative fee revenues:
Retirementplans ............. .. ...... .. ... .. i, $ 9.0 ©27% $ 925 45% $ 88.5
Other financial services business .............oceuvernnenn... 29.9 3.1 29.0 13.3 25.6
Total administrative fee revenues ...................c.u... $ 1199 (@13 $ 1215 65 $ 1141
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At December 31,

Percent
(Dollars in millions) 2011 2010 Change
Key indicators of administrative fee revenues:
Assets under administration:
Retirement plan separate aCCOUNL . .. .....vvinnniteee it eneenaaiiineeennanns $ 45935 $§ 47874 “4.1%
Retirement plan trust products ..............oiiiiiiiniiiiiniininaanene... 7,441.2 8,907.1 (16.5)
Commercial mortgage loans for otherinvestors ..............ccciiiiiianann. 2,691.6 2,697.3  (0.2)
Private client wealth management ................... ... . ... 1,001.5 1,224.5 (18.2)

The decrease in administrative fee revenues for 2011 compared to 2010 was primarily due to a few large plan
terminations in the Company’s retirement plan trust assets under administration in the first quarter and the fourth quarter
of 2011, and a decline in assets under administration in our private client wealth management assets due to attrition
associated with the loss of two advisers. The increase in administrative fee revenues for 2010 compared to 2009 was
primarily due to the effect of improved equity market performance on our retirement plan assets under administration,
higher commercial mortgage loans under administration and higher private client wealth management assets under
administration. These increases occurred despite a decrease in retirement plan trust assets under administration. The
decline in retirement plan trust assets under administration was primarily due to the termination of a few large trust
retirement plans in the first six months of 2010 that did not meet our profitability objectives. The administrative fee
revenues generated from these terminated plans were not significant.

Net Investment Income
The following table sets forth net investment income and associated key indicators for the Asset Management segment:

Years ended
December 31,
(Dollars in millions) 2011 Change 2010 Change 2009
Net investment income:
Retirementplans ............ ... .. .. i $ 90.4 3.4% $ 87.4 19% $ 85.8
Individual annuities .. ..........coiiiieiuniinennnan. 161.0 6.6 151.0 12.8 133.9
Other financial servicesbusiness ........................ 11.3 (10.3) 126 (11.9) 14.3
Total net investmentincome ...............couvuuenn.. $ 262.7 47 % 251.0 73 $§ 2340
Key indicators of net investment income:
Average assets under administration:
Retirement plan general account...................... $ 1,658.7 6.1% $ 1,563.7 3.6% $ 1,510.0
Individual annuities ........... ... .. it 2,830.0 11.5 2,5637.6 14.1 2,223.8
Contribution from the change in fair value of the S&P 500
Indexoptions .............ciiiiiiiiiiiniiiii.. $ 0.2) $(86) $ 84 $37 % 4.7
Commercial mortgage loan originations ................. 1,007.7  13.5% 887.5  23.5% 718.5
Portfolio yields:
Fixed maturity securities ................ ..., 5.08% 5.31% 5.46%
Commercial mortgageloans . ......................... 6.34 6.45 6.46

The increase in net investment income for 2011 compared to 2010 was primarily due to increases in our average
individual annuity assets under administration and our average retirement plan general account assets under
administration. Also contributing to the increase in net investment income for 2011 compared to 2010 were increases of
$6.3 million of call premiums received on certain fixed maturity securities, and $4.1 million of prepayment fees received on
commercial mortgage loans. These increases were partially offset by the change in fair value of our S&P 500 Index options
and a decline in the portfolio yield of our fixed maturity securities and commercial mortgage loans. See Item 8, “Financial
Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 11—Derivative Financial
Instruments” for further derivatives disclosure.
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The increase in net investment income for 2010 compared to 2009 was primarily due to an increase in average individual
annuity assets under administration resulting from individual annuity sales, and an increase in average retirement plan
general account assets under administration. These increases were enhanced by the change in fair value of our S&P 500
Index options. Partially offsetting these increases was a decline in the portfolio yield for our fixed maturity securities. See
Item 8, “Financial Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 11—Derivative
Financial Instruments” for further derivatives disclosure.

Benefits and Expenses
Benefits to Policyholders

Benefits to policyholders for the Asset Management segment primarily represent current and future benefits on life-
contingent annuities. Changes in the level of benefits to policyholders will generally correlate to changes in premium levels
because these annuities are primarily single-premium life-contingent annuity products with a significant portion of all
premium payments established as reserves.

The following table sets forth benefits to policyholders for the Asset Management segment:

Years ended
December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Benefits to policyholders .......... ... ... o oo il $ 203 620% $ 534 176% $ 454

Interest Credited

Interest credited represents interest paid to policyholders on retirement plan general account assets, individual fixed-rate
annuity deposits and index-based interest guarantees.

The following table sets forth interest credited and associated key indicators for the Asset Management segment:

Years ended

December 31,
Dollar Dollar
(In millions) 2011 Change 2010 Change 2009
Interestcredited ....... .. it e $ 1564 % 2.8 $ 1536 $ 127 $ 1409
Key indicators of interest credited:
Contribution from the change in fair value of index-based
INterest QUATANEeS ..........ouueeirevneennnenneenns $ 1.3 $(4.5) $ 58 $§ 6.2 $ (0.4)

The increase in interest credited for 2011 compared to 2010 was primarily due to growth in our individual fixed-rate
annuity assets under administration, which was partially offset by the change in fair value of the index-based interest
guarantees. The increase in interest credited for 2010 compared to 2009 was primarily due to growth in our individual
fixed-rate annuity assets under administration enhanced by the change in fair value of the index-based interest guarantees.
See Item 8, “Financial Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 11—
Derivative Financial Instruments” for further derivatives disclosure.

Operating Expenses
The following table sets forth operating expenses for the Asset Management segment:
Years ended
December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
OPErating €XPemnSes .. ..........o.veueareirenneneanennenn. $ 1152 B2% $ 1190 (62)% $ 1269
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The decrease in Asset Management operating expenses for 2011 compared to 2010 was primarily due to continued
operating expense containment. The decrease in Asset Management operating expenses for 2010 compared to 2009 was
due to decreases in lease obligations and compensation related expenses resulting from our 2009 operating expense

reduction initiatives and careful expense management during 2010.

OTHER

In addition to our two segments, we report our holding company and corporate activities in the Other category. This
category includes return on capital not allocated to the product segments, holding company expenses, operations of
certain unallocated subsidiaries, interest on debt, unallocated expenses, net capital gains and losses and adjustments made
in consolidation.

The following table sets forth results for the Other category:

Years ended

December 31,
(Dollars in millions) 2011 2010 2009
LosSs BefOre INCOME LAXES . . v\ v vttt ettt ittt et et et ettt et e $ (71.00 § @B7.8) $§ (779
Pre-tax costs related to operating expense reduction initiatives ..................... — —_— 18.6

The decrease in losses before income taxes for 2011 compared to 2010 was primarily due to a decrease in net capital
losses, partially offset by a decrease in net investment income and an increase in operating expenses related to project costs
for information technology service changes and other business initiatives. These operating expenses included severance
and outsourcing transition costs, which were reported in our Other category since these costs were not representative of
our segment operations.

The increase in losses before income taxes for 2010 compared to 2009 was primarily due to higher net capital losses. The
loss before income taxes for 2009 included costs related to our 2009 operating expense reduction initiatives, primarily
related to severance costs and lease terminations. The benefits from these enhanced efficiencies began in the second half

of 2009.

Net Capital Gains (Losses)

Net capital gains and losses generally are not likely to occur in a stable pattern and primarily occur as a result of OTTI of
assets in our bond portfolio, provisions to our commercial mortgage loan loss allowance, losses recognized due to
impairment of real estate, low-income housing tax credit investments and from sales of our assets for more or less than
carrying value.

The following table sets forth net capital gains and losses and associated key components:

Years ended
December 31,

(In millions) 2011 2010 2009
Net capital gains (losses):
Fixed maturity SECUTITIES . . . .. ...\ttt et $ 91 $ 154 $ (5.4)
Commercial mortgageloans ............ ... . ... . i (31.8) (46.9) (20.3)
Real estate iMVESLIMENTS . .. .ottt ettt ettt ete et e e iaeneerenenaneanns 34.7 9.6 0.4)
Real estate owned . ... e e e (16.5) (22.9) —
110 13V O PP (2.4) (6.8) (0.8)
Total net capital 10SSES . .....viuu i s $ 69 $ (51.6) $ (26.9)
Key components of net capital losses:
Provision in our commercial mortgage loan loss allowance . ...................... $ (827 $ 481) $ (21.1)
OTTI on fixed maturity SECUTItES . . . ... .uvvt ettt ittt i (1.8) (0.7) (5.9)
Impairments on real estate owned ......... ... ..l i e e (15.8) (25.7) 0.1)

2011 ANNUAL REPORT



40

Part I1I

The decrease in net capital losses for 2011 compared to 2010 was primarily due to higher net capital gains on the sale of
real estate investments in 2011, and a comparatively smaller increase in the provision for our commercial mortgage loan
loss allowance in 2011.

Net capital losses for 2010 were primarily related to the foreclosure and restructuring of commercial mortgage loans with
a single borrower during the second quarter of 2010 recorded as additional provisions to our commercial mortgage loan
loss allowance. Capital losses were also recognized due to impairments on properties acquired from the above mentioned
borrower resulting from the receipt of independent appraisals and on low-income housing tax credit investments. These
losses were partially offset by net capital gains related to the sale of certain fixed maturity securities and from the sale of real
estate investments.

LIQUIDITY AND CAPITAL RESOURCES
Asset-Liability Matching and Interest Rate Risk Management

Assetliability management is a part of our risk management structure. The risks we assume related to asset-liability
mismatches vary with economic conditions. The primary sources of economic risk are interest rate related and include
changes in interest rate term risk, credit risk and liquidity risk. It is generally management’s objective to align the
characteristics of assets and liabilities so that our financial obligations can be met under a wide variety of economic
conditions. From time to time, management may choose to liquidate certain investments and reinvest in different
investments so that the likelihood of meeting our financial obligations is increased. See “—Investing Cash Flows.”

We manage interest rate risk, in part, through assetliability analyses. In accordance with presently accepted actuarial
standards, we have made adequate provisions for the anticipated cash flows required to meet contractual obligations and
related expenses through the use of statutory reserves and related items at December 31, 2011.

Our interest rate risk analysis reflects the influence of call and prepayment rights present in our fixed maturity securities
and commercial mortgage loans. The majority of these investments have contractual provisions that require the borrower
to compensate us in part or in full for reinvestment losses if the security or loan is retired before maturity. Callable bonds
without make-whole provisions represented 6.4% of our fixed maturity security portfolio at December 31, 2011. We also
originate commercial mortgage loans containing a make-whole prepayment provision requiring the borrower to pay a
prepayment fee. As interest rates decrease, potential prepayment fees increase. These larger prepayment fees deter
borrowers from refinancing during a low interest rate environment. Approximately 95% of the commercial mortgage loans
we originate contain this prepayment provision. Almost all of the remaining commercial mortgage loans contain fixed
percentage prepayment fees that mitigate prepayments but may not fully protect our expected cash flows in the event of
prepayment.

Our financial instruments are exposed to financial market volatility and potential disruptions in the market that may
result in certain financial instruments becoming less valuable. Financial market volatility includes interest rate risk. We have
analyzed the estimated loss in fair value of certain market sensitive financial assets held at December 31, 2011 and 2010,
using a hypothetical 10% increase in interest rates and related qualitative information on how we manage interest rate risk.
The interest rate sensitivity analysis was based upon our fixed maturity securities and commercial mortgage loans held at
December 31, 2011 and 2010. Interest rate sensitivity of our financial assets was measured assuming a parallel shift in
interest rates. All security yields were increased by 10% of the year-end 10-year U.S. Government Treasury bond yield, or
0.19% and 0.33% for the 2011 and 2010 analyses, respectively. The change in fair value of each security was estimated as
the change in the option adjusted value of each security. Option adjusted values were computed using our payment models
and provisions for the effects of possible future changes in interest rates. The analyses did not explicitly provide for the
possibility of non-parallel shifts in the yield curve, which would involve discount rates for different maturities being
increased by different amounts. The actual change in fair value of our financial assets can be significantly different from
that estimated by the model. The hypothetical reduction in the fair value of our financial assets that resulted from the
model was estimated to be $98 million and $150 million at December 31, 2011 and 2010, respectively.

Additionally, a cash management process is in place that anticipates short-term cash needs. Depending upon capital
market conditions, anticipated cash needs may be covered by liquid asset holdings or a draw upon our line of credit. In
almost all cases, borrowed funds can be retired from normal operating cash flows in conjunction with adjustments to long-
term investing practice within half a year. For more information about our line of credit, see “—Financing Cash Flows,” and
Part I, Item 1A, “Risk Factors.”

STANCORP FINANCIAL GROUP., INC.



Operating Cash Flows
Net cash provided by operating activities is net income adjusted for non-cash items and accruals, and was $254.1 million,

$355.1 million and $441.4 million for 2011, 2010 and 2009, respectively.

Investing Cash Flows

We maintain a diversified investment portfolio primarily consisting of fixed maturity securities and fixed-rate commercial
mortgage loans. Investing cash inflows primarily consist of the proceeds of investments sold, matured or repaid. Investing
cash outflows primarily consist of payments for investments acquired or originated.

The insurance laws of the states of domicile and other states in which the insurance subsidiaries conduct business
regulate the investment portfolios of the insurance subsidiaries. Relevant laws and regulations generally limit investments to
bonds and other fixed maturity securities, mortgage loans, common and preferred stock and real estate. Decisions to
acquire and dispose of investments are made in accordance with guidelines adopted and modified from time to time by the
Boards of Directors of our insurance subsidiaries. Each investment transaction requires the approval of one or more
members of senior investment staff, with increasingly higher approval authorities required for transactions that are more
significant. Transactions are reported quarterly to the Audit Committee of the Board of Directors for Standard Insurance
Company (“Standard”) and to the Board of Directors for The Standard Life Insurance Company of New York.

Net cash vsed in investing activities was $595.4 million, $493.1 million and $907.6 million for 2011, 2010 and 2009,
respectively. The increase in net cash used in investing activities for 2011 compared to 2010 was primarily due to higher
commercial mortgage loan originations during 2011, in addition to higher net purchases of fixed maturity securities and
other invested assets, resulting from higher policyholder fund net deposits. The decrease in net cash used in investing
activities for 2010 compared to 2009 was primarily due to lower net purchases of fixed maturity securities, which resulted
from lower policyholder fund net deposits, the termination of a few large retirement plans and higher repurchases of
common stock.

Our target investment portfolio allocation is approximately 60% fixed maturity securities and 40% commercial mortgage
loans with a maximum allocation of 45% to commercial mortgage loans. At December 31, 2011, our portfolio consisted of
56.9% fixed maturity securities, 41.2% commercial mortgage loans, 0.8% real estate, and 1.1% other invested assets.

Fixed Maturity Securities

We maintain prudent diversification across industries, issuers and maturities. We have avoided the types of structured
products that do not meet an adequate level of transparency for good decision making. Our corporate bond industry
diversification targets are based on the Bank of America Merrill Lynch U.S. Corporate Master Index, which is reasonably
reflective of the mix of issuers broadly available in the market. Our fixed maturity securities below investment grade are
primarily managed by a third party.

Our fixed maturity securities portfolio generates unrealized gains or losses primarily resulting from market interest rates
that are lower or higher relative to our book yield at the reporting date. In addition, changes in the spread between the
risk-free rate and market rates for any given issuer can fluctuate based on the demand for the instrument, the near-term
prospects of the issuer and the overall economic climate.

The following table sets forth fixed maturity securities and associated key indicators:

December 31,

(Dollars in millions) 2011 2010 Change
Fixed maturity SECUTILES ... ... ovtntit i $ 67695 $ 6,419.1 5.5%
Weighted-average credit quality of our fixed maturity securities portfolio (S&P) ... .. A A
Fixed maturity securities below investment grade:
As a percent of total fixed maturity securities . .. ... ... oo 5.6% 52% 0.4%
Managed byathirdparty ........ ... . i $ 3113 §$ 292.3 6.5
Fixed maturity securities on our watch list:

Fair valtie . ... ooo ettt e 8.9 0.7 $ 82
Amortized costafter OTTI .. ... i 12.2 1.0 112
Gross unrealized capital gains in our fixed maturity securities portfolio ............ 580.5 4158  39.6%
Gross unrealized capital losses in our fixed maturity securities portfolio ............ (20.9) (19.7) (6.1)
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We recorded OTTI of $1.8 million and $0.7 million for 2011 and 2010, respectively. See “Critical Accounting Policies and
Estimates—Investment Valuations—Fixed Maturity Securities.” We did not have any direct exposure to sub-prime or Alt-A
mortgages in our fixed maturity securities portfolio at December 31, 2011.

Commercial Mortgage Loans

StanCorp Mortgage Investors, LLC originates and services fixed-rate commercial mortgage loans for the investment
portfolios of our insurance subsidiaries and generates additional fee income from the origination and servicing of
commercial mortgage loans participated to institutional investors. The level of commercial mortgage loan originations in
any period is influenced by market conditions as we respond to changes in interest rates, available spreads and borrower
demand.

The following table sets forth commercial mortgage loan originations:

Years ended

December 31,
Percent Percent
(Dollars in millions) 2011 Change 2010 Change 2009
Commercial mortgage loan originations ...................... $ 1,007.7 135% $ 8875 235% $ 7185

The increases in commercial mortgage loan originations for 2011 compared to 2010, and 2010 compared to 2009 was
primarily due to increased activity in the commercial real estate market.
The following table sets forth commercial mortgage loan servicing data:

December 31,

Percent
(Dollars in millions) 2011 2010 Change
Commercial mortgage loans serviced:
For subsidiaries of StanCorp . ... ... i e $ 4901.0 $ 4,509.7 8.7%
For other institutional INVESLOTS . ... ... ..ttt it it 2,691.6 2,697.3  (0.2)
Capitalized commercial mortgage loan servicing rights associated with commercial
mortgage loans serviced for other institutional investors ......................... 7.2 7.6 (5.3)

The estimated average loan to value ratio for the overall portfolio was less than 70% at December 31, 2011. The average
loan balance of our commercial mortgage loan portfolio was approximately $0.8 million at December 31, 2011. We have
the contractual ability to pursue personal recourse on approximately 73% of our loans and partial personal recourse on a
majority of the remaining loans. The average capitalization rate for the portfolio at December 31, 2011 was approximately
9%. Capitalization rates are used internally to annually value our commercial mortgage loan portfolio.

At December 31, 2011, we did not have any direct exposure to sub-prime or Alt-A mortgages in our commercial mortgage
loan portfolio. When we undertake mortgage risk, we do so directly through loans that we originate ourselves rather than
in packaged products such as commercial mortgage-backed securities. Given that we service the vast majority of loans in our
portfolios, we are prepared to deal with them promptly and proactively. Should the delinquency rate or loss performance
of our commercial mortgage loan portfolio increase significantly, the increase could have a material adverse effect on our
business, financial position, results of operations or cash flows.
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The following table sets forth our commercial mortgage loan portfolio by property type, by geographic region within the
U.S., and by U.S. state:

December 31, December 31,
2011 2010
(Dollars in millions) Amount Percent Amount Percent
Property type:
Retall ... e $ 24578 50.1% $ 2,1864 48.4%
OfFiCe . i e e e 911.1 18.6 855.2 18.9
Industrial .. ... o e e 900.4 18.4 829.0 18.4
Hotel/motel . ..ottt e e e e e 241.9 4.9 301.8 6.7
Commercial .. ..o e e e 187.1 3.8 179.5 4.0
Apartmentandother ...... ... ... ... . .. i i i 204.0 4.2 161.7 3.6
Total commercial mortgageloans . . ............... ... oo, $ 49023 100.0% $ 4513.6 100.0%
Geographic region:
Paci ic . .t $ 16993 347% $ 1,5585  34.5%
SOUth AtlAnEC ..ottt ittt et e e e 953.8 19.5 838.9 18.6
West South Central . ........ ... ..ttt 605.3 12.3 547.2 12.1
LY (o100 0 7= 1 o 585.8 11.9 541.1 12.0
East North Central ... ... ... i it eiae i 393.4 8.0 350.4 7.8
Middle AtlantiC . ....ooit ittt e e e e e 243.8 5.0 257.1 5.7
West North Central ......... .. 184.8 3.8 165.5 3.7
East South Central ........... .. it 129.9 2.6 129.0 2.8
NewEngland ........ ... 106.2 2.2 1259 2.8
Total commercial mortgageloans . ..................... ... ... $ 49023 100.0% $ 4,513.6 100.0%
U.S. state:
California . .....ooii i $ 1,3320 272% $ 1,236.1 27.4%
D - 550.8 11.2 495.8 11.0
Florida ... i e e e 305.3 6.2 240.2 5.3
GEOTEIa . .ot 270.1 5.5 268.3 5.9
Other SEALES .« . vt v ettt e it et e e e e e e 2,444.1 49.9 2,273.2 504
Total commercial mortgageloans .. ........... ... iiiiiiinn... $ 49023 100.0% $ 4,513.6 100.0%

Our largest concentration of commercial mortgage loan property type was retail properties and primarily consisted of
convenience related properties in strip malls, convenience stores and restaurants. Our exposure to retail properties is
diversified among various borrowers, properties and geographic regions. In addition, retail commercial lending represents
an area of experience and expertise, where careful underwriting and consistent surveillance mitigate risks surrounding our
commercial mortgage lending in this area.

At December 31, 2011, our ten largest borrowers represented less than 9% of our total commercial mortgage loan
portfolio balance. Our largest borrower concentrations within our commercial mortgage loan portfolio consisted of two
borrowers that individually ranged from 1% to 2% of our total commercial mortgage loan portfolio balance.

Through our concentration of commercial mortgage loans in California, we are exposed to potential losses from an
economic downturn in California as well as to certain catastrophes, such as earthquakes and fires that may affect certain
areas of the western region. We require borrowers to maintain fire insurance coverage. We diversify our commercial
mortgage loan portfolio within California by both location and type of property in an effort to reduce certain catastrophe
and economic exposure. However, diversification may not always eliminate the risk of such losses. Historically, the
delinquency rate of our California-based commercial mortgage loans has been substantially below the industry average and
is consistent with our experience in other states. We do not require earthquake insurance for the properties when we
underwrite new loans. However, we consider the potential for earthquake loss based upon seismic surveys and structural
information specific to each property. We do not expect a catastrophe or earthquake damage in the western region to have
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a material adverse effect on our business, financial position, results of operations or cash flows. Currently, our California
exposure is primarily in Los Angeles County, Orange County, San Diego County and the Bay Area Counties. We have a
smaller concentration of commercial mortgage loans in the Inland Empire and the San Joaquin Valley where there has
been greater economic decline. Due to the concentration of commercial mortgage loans in California, a continued
economic decline in California could have a material effect on our business, financial position, results of operations or cash
flows. See Part I, Item 1A, “Risk Factors.”

Under the laws of certain states, environmental contamination of a property may result in a lien on the property to
secure recovery of the costs of cleanup. In some states, such a lien has priority over the lien of an existing mortgage against
such property. As a commercial mortgage lender, we customarily conduct environmental assessments prior to making
commercial mortgage loans secured by real estate and before taking title through foreclosure on real estate collateralizing
delinquent commercial mortgage loans held by us. Based on our environmental assessments, we believe that any
compliance costs associated with environmental laws and regulations or any remediation of affected properties would not
have a material effect on our business, financial position, results of operations or cash flows. However, we cannot provide
assurance that material compliance costs will not be incurred by us.

In the normal course of business, we commit to fund commercial mortgage loans generally up to 90 days in advance. At
December 31, 2011, we had outstanding commitments to fund commercial mortgage loans totaling $105 million, with fixed
interest rates ranging from 5.125% to 6.375%. These commitments generally have fixed expiration dates. A small
percentage of commitments expire due to the borrower’s failure to deliver the requirements of the commitment by the
expiration date. In these cases, we will retain the commitment fee and good faith deposit. Alternatively, if we terminate a
commitment due to the disapproval of a commitment requirement, the commitment fee and good faith deposit may be
refunded to the borrower, less an administrative fee.

The following table sets forth key commercial mortgage loan statistics:

December 31,

Percent
(Dollars in millions) 2011 2010 Change
Commercial mortgage loans 60 day delinquencies:
Bookvalue ....... ... . $ 171 $ 196 (128)%
DelinqUency rate .. ... ettt e 0.34% 0.43%
In process of foreclosure .......... .. i $ 51 $ 93 (452
Restructured commercial mortgageloans ................. . . i it 93.7 76.6 22.3

The performance of our commercial mortgage loan portfolio may fluctuate in the future. However, based on our
business approach of diligently underwriting high-quality loans, we believe our delinquency rate will remain contained. We
have steadfastly avoided the types of structured products that do not meet an adequate level of transparency for good
decision making.

The following table sets forth details of our commercial mortgage loans foreclosed or accepted as deeds in lieu of

foreclosure:

Years ended

December 31,
(Dollars in millions) 2011 Change 2010 Change 2009
Numberofloans ... .. ... ... ... 49 (48) 97 72 25
Bookvalue .......... i $ 403 $ (783) $ 1186 $ 854 $ 332
Real estate acquired ........... ... ... . .. i 22.8 (80.4) 103.2 79.0 24.2

Real estate acquired through foreclosure or accepted as deeds in lieu of foreclosure is initially recorded at estimated net
realizable value, which includes an estimate for disposal costs. These amounts may be adjusted in a subsequent period as
additional market information regarding fair value is received. Real estate acquired during 2011 decreased compared to
2010 primarily due to a decrease in foreclosures and the acceptance of deeds in lieu of foreclosure. During 2010, we
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recorded capital losses of $26.0 million, primarily due to impairments recognized on 62 properties we acquired through

the acceptance of deed s in lieu of foreclosure related to a single borrower. See “Critical Accounting Policies and

Estimates—Investment Valuations—Commercial Mortgage Loans” for our commercial mortgage loan loss allowance policy.
The following table sets forth changes in the commercial mortgage loan loss allowance:

Years ended

December 31,
Dollar Dollar
(In millions) 2011 Change 2010 Change 2009
Commercial mortgage loan loss allowance:

Beginning balance .......... .. ... o o i $ 3.1 $ 165 $ 196 § 128 § 6.8
PrOVISION . . ittt ettt ettt ittt et e 32.7 (15.4) 48.1 27.0 21.1
Charge-offs,net ............o i (20.7) 10.9 (31.6) (23.3) (8.3)

Endingbalance ............ ... ... .. il $ 481 $ 120 $ 361 § 165 $ 196

The smaller increase in the provision for the commercial mortgage loan loss allowance for 2011 compared to 2010 was
primarily due to a prior year provision related to a single borrower, which is no longer in the commercial mortgage loan
portfolio. The lower charge-offs for 2011 compared to 2010 were primarily related to the prior year acceptance of deeds in
lieu of foreclosure associated with a single borrower in the second quarter of 2010, which did not recur in 2011. The
increase in the provisions for the commercial mortgage loan loss allowance for 2010 compared to 2009 was primarily
related to the foreclosure and restructuring of commercial mortgage loans with a single borrower during the second
quarter of 2010.

The following table sets forth impaired commercial mortgage loans identified in management's specific review of
probable loan losses and the related allowance:

December 31, D
ollar

(In millions) 2011 2010 Change
Impaired commercial mortgage loans with specific allowances forlosses . . .............. $ 758 § 643 § 115
Impaired commercial mortgage loans without specific allowances for losses . ............ 28.9 18.0 10.9
Specific allowance for losses on impaired commercial mortgage loans, end of

the period ... ... et e e (26.6) (20.4) (6.2)

Net carrying value of impaired commercial mortgageloans ........................ $ 781 § 619 $§ 162

An impaired commercial mortgage loan is a loan where we do not expect to receive contractual principal and interest in
accordance with the terms of the loan agreement. A specific allowance for losses is recorded when a loan is considered to
be impaired and it is probable that all amounts due will not be collected. We also hold specific allowances for losses on
certain performing loans that we continue to monitor and evaluate. Impaired commercial mortgage loans without specific
allowances for losses are those for which we have determined that it remains probable that we will collect all amounts due.
The increase in the impaired commercial mortgage loans at December 31, 2011 compared to 2010 was primarily due to an
increase in restructured commercial mortgage loans that were not performing to the contractual terms of the loan
agreements.

The following table sets forth the average recorded investment in impaired commercial mortgage loans before specific
allowance for losses:

Years ended
December 31,
Dollar Doilar
(In millions) 2011 Change 2010 Change 2009
Average recorded INVEStMENt . ... ..o vvviietiun i $ 923 § 159 § 764 $ 589 $ 175
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Interest income is recorded in net investment income. We continue to recognize interest income on delinquent
commercial mortgage loans until the loans are more than 90 days delinquent. Interest income and accrued interest
receivable are reversed when a loan is put on non-accrual status. For loans that are less than 90 days delinquent, we may
reverse interest income and the accrued interest receivable if there is a question on the collectability of the interest.
Interest income on loans in the 90-day delinquent category is recognized in the period the cash is collected. We resume the
recognition of interest income when the loan becomes less than 90 days delinquent and we determine it is probable that
the loan will remain performing.

The amount of interest income recognized on impaired commercial mortgage loans was $3.8 million, $2.8 million and
$0.1 million for 2011, 2010 and 2009, respectively. The cash received by us in payment of interest on impaired commercial
mortgage loans was $3.1 million, $3.3 million and $0.1 million for 2011, 2010 and 2009, respectively.

Financing Cash Flows

Financing cash flows primarily consist of policyholder fund deposits and withdrawals, borrowings and repayments on the
line of credit, borrowings and repayments on long-term debt, repurchases of common stock and dividends paid on
common stock. Net cash provided by financing activities was $327.7 million, $181.7 million and $294.0 million for 2011,
2010 and 2009, respectively. The increase in funds provided by financing cash flows for 2011 compared to 2010 was
primarily due to an increase in the level of new individual annuity deposits, resulting in a larger increase of policyholder
deposits net of withdrawals. The increase was partially offset by an increase in cash used to repurchase shares of common
stock. See “Capital Management—Share Repurchases” for further discussion on share repurchases.

We maintain a $200 million senior unsecured revolving credit facility (“Facility”). The Facility will remain at $200 million
through June 15, 2012, and will decrease to $165 million thereafter until final maturity on June 15, 2013. Borrowings under
the Facility will continue to be used to provide for working capital, for issuance of letters of credit and for our general
corporate purposes.

Under the agreement, we are subject to customary covenants that take into consideration the impact of material
transactions, changes to the business, compliance with legal requirements and financial performance. The two financial
covenants are based on our total debt to total capitalization ratio and consolidated net worth. Under the two financial
covenants, we are required to maintain a total debt to capitalization ratio that does not exceed 35% and a consolidated net
worth that is equal to at least $1.04 billion. The financial covenants exclude the unrealized gains and losses related to fixed
maturity securities that are held in accumulated other comprehensive income (loss). At December 31, 2011, we had a total
debt to total capitalization ratio of 24.6% and consolidated net worth of $1.70 billion as defined by the financial covenants.
We believe we will continue to meet the financial covenants in the future. The Facility is subject to performance pricing
based upon our total debt to total capitalization ratio and includes interest based on a Eurodollar margin, plus facility and
utilization fees. At December 31, 2011, we were in compliance with all covenants under the Facility and had no outstanding
balance on the Facility.

We have $250 million of 6.875%, 10-year senior notes (“Senior Notes”), which mature on September 25, 2012. The
principal amount of the Senior Notes is payable at maturity and interest is payable semi-annually in April and October.

We have $300 million of 6.90%, junior subordinated debentures (“Subordinated Debt”). The Subordinated Debt has a
final maturity on June 1, 2067, is non-callable at par for the first 10 years (prior to June 1, 2017), and is subject to a
replacement capital covenant. The covenant limits replacement of the Subordinated Debt for the first 40 years to be
redeemable after year 10 (on or after June 1, 2017) and only with securities that carry equity-like characteristics that are the
same as or more equity-like than the Subordinated Debt. The principal amount of the Subordinated Debt is payable at final
maturity. Interest is payable semi-annually at 6.90% in June and December for the first 10 years up to June 1, 2017, and
quarterly thereafter at a floating rate equal to three-month London Interbank Offered Rate plus 2.51%. We have the
option to defer interest payments for up to five years. We have not deferred interest on the Subordinated Debt.

CAPITAL MANAGEMENT

State insurance departments require insurance enterprises to maintain minimum levels of capital and surplus. The target
for our insurance subsidiaries is generally to maintain capital at 300% of the Company Action Level of Risk-based Capital
(“RBC”) required by regulators, which is 600% of the Authorized Control Level RBC required by our states of domicile.
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The insurance subsidiaries held estimated capital of 327% of the Company Action Level RBC at December 31, 2011. At
December 31, 2011, statutory capital, adjusted to exclude asset valuation reserves, for our regulated insurance subsidiaries
totaled $1.30 billion.

The level of capital in excess of targeted RBC we generate varies inversely in relation to the level of our premium growth.
As premium growth increases, capital is utilized to fund additional reserve requirements, meet increased regulatory capital
requirements based on premium and cover certain acquisition costs associated with policy issuance, leaving less available
capital beyond our target level. Higher levels of premium growth can result in increased utilization of capital beyond that
which is generated by the business, and at very high levels of premium growth, we could generate the need for capital
infusions. At lower levels of premium growth, additional capital produced by the business exceeds the capital utilized to
meet these requirements, which can result in additional capital above our targeted RBC level. At our expected growth rate
for 2012, we anticipate generating between $90 million and $120 million of capital in excess of our 300% RBC target. In
assessing our capital position, we also consider cash and capital at the holding company and non-insurance subsidiaries.

Available capital consists of capital in excess of our insurance subsidiaries’ target RBC ratio of 300%, as well as cash and
securities available to the holding company at our non-regulated subsidiaries. During 2011, our available capital decreased
by approximately $15 million to $220 million. The capital decrease was primarily due to share repurchases, interest
payments on our debt and our shareholder dividend payment, partially offset by capital generated by our insurance
subsidiaries.

Dividends from Standard

Our ability to pay dividends to our shareholders, repurchase our shares and meet our obligations substantially depends
upon the receipt of distributions from our subsidiary Standard. Standard’s ability to pay dividends to StanCorp is affected
by factors deemed relevant by Standard’s Board of Directors. One factor considered by the Board is the ability to maintain
adequate capital according to Oregon statute. Under Oregon law, Standard may pay dividends only from the earned
surplus arising from its business. If the proposed dividend exceeds certain statutory limitations, Standard must receive the
prior approval of the Director of the Oregon Department of Consumer and Business Services—Insurance Division
(“Oregon Insurance Division”). The current statutory limitations are the greater of (a) 10% of Standard’s combined capital
and surplus as of December 31 of the preceding year, or (b) the net gain from operations after dividends to policyholders
and federal income taxes before realized capital gains or losses for the 12-month period ended on the preceding
December 31. In each case, the limitation must be determined under statutory accounting practices. Oregon law gives the
Oregon Insurance Division broad discretion to decline requests for dividends in excess of these limits. There are no
regulatory restrictions on dividends from our non-insurance subsidiaries.

As of December 31, 2011, Standard’s net income after federal income taxes but before capital gains and losses was $144.0
million and capital and surplus was $1,193.1 million. Based upon Standard’s results for 2011, the amount of ordinary
dividend available without additional approval from the Oregon Insurance Division was $144.0 million over a 12-month
rolling period.

Dividends paid from Standard to StanCorp will be based on levels of available capital and needs at the holding company,
which are driven by the financial results of Standard and the Company as a whole. Standard paid ordinary cash dividends to
StanCorp of $87.8 million, $244.0 million and $170.0 million for 2011, 2010 and 2009, respectively.

Dividends to Shareholders

On November 14, 2011, our Board of Directors declared an annual cash dividend of $0.89 per share, calculated and
payable on a per share basis. The dividend was paid on December 9, 2011 to shareholders of record on November 28, 2011.
In 2010 and 2009, we paid an annual cash dividend of $0.86 and $0.80 per share, respectively. The Board of Directors has
increased the annual dividend per share to shareholders each year for the past 12 consecutive years. The declaration and
payment of dividends to shareholders in the future is subject to the discretion of our Board of Directors. It is anticipated
that annual dividends to shareholders will be paid in December of each year depending on our financial condition, results
of operations, cash requirements, future prospects, regulatory restrictions on distributions from the insurance subsidiaries,
the ability of the insurance subsidiaries to maintain adequate capital and other factors deemed relevant by the Board of
Directors. In addition, the declaration and payment of dividends to shareholders would be restricted if we elect to defer
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interest payments on our Subordinated Debt issued May 7, 2007. If elected, the restriction would be in place during the
interest deferral period, which cannot exceed five years. We have not deferred interest on the Subordinated Debt, and have
paid dividends each year since our initial public offering in 1999.

Share Repurchases

On February 8, 2010, our Board of Directors authorized 3.0 million shares of StanCorp common stock for its share
repurchase program. The February 2010 authorization took effect upon the completion of the previous share repurchase
authorization and expired on December 31, 2011. The total number of shares repurchased through the February 2010
authorization was 2.9 million shares. On May 16, 2011, our Board of Directors authorized an additional 3.0 million shares
of StanCorp common stock. As of December 31, 2011, 128,800 shares under the February 2010 authorization expired. The
May 2011 authorization took effect upon the expiration of the February 2010 authorization and expires on December 31,
2012. No shares were repurchased under the May 2011 Plan at December 31, 2011. Share repurchases under the
repurchase program are made in the open market or in negotiated transactions in compliance with the safe harbor
provisions of Rule 10b-18 under regulations of the Securities Exchange Act of 1934 (“Exchange Act”). Repurchases are
made at market prices on the transaction date. Execution of the share repurchase program is based upon management’s
assessment of market conditions for its common stock, capital levels, our assessment of the overall economy and other
potential growth opportunities or priorities for capital use.

The following table sets forth share repurchases activity:

Years ended

December 31,
(Dollars in millions except per share data) 2011 2010
Share repurchases:
Shares repurchased . ........... .. i e 2,180,100 2,034,200
Cost of share repurchases ............ ..o ittt $ 90.3 $ 81.8
Volume weighted-average price per commonshare ................................ 41.41 40.19
Shares remaining under repurchase authorizations ............................cu.... 3,000,000 2,308,900
Share acquired to cover tax liabilities:
Shares aCqUITEd ... ...t e — 8,613
Costof sharesrepurchased ......... ... ... .. i i $ — 0.4
Volume weighted-average price per commonshare ................................ — 43.01

FINANCIAL STRENGTH AND CREDIT RATINGS
See Part I, Item 1, “Business—Financial Strength and Credit Ratings.”

CONTINGENCIES AND LITIGATION
See Item 8, “Financial Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 19—
Commitments and Contingencies.”

OFF-BALANCE SHEET ARRANGEMENTS
See discussion of loan commitments, “Liquidity and Capital Resources—Investing Cash Flows—Commercial Mortgage
Loans.”

CONTRACTUAL OBLIGATIONS

Our financing obligations generally include debts, lease payment obligations and commitments to fund commercial
mortgage loans. The remaining obligations reflect the long-term portion of other liabilities and our obligations under our
insurance and annuity product contracts.
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The following table summarizes our contractual obligations by period in which payments are due:

Less than 1 More than 5
(In millions) Total year 1 to 3 Years 3 to 5 Years Years
Contractual obligations:
Short-term debt and capital lease obligations . . $ 251.2 $ 2512 § — 3 — % —
Long-term debt and capital lease obligations . . . 300.9 — 0.7 0.2 300.0
Interest on debt obligations ................. 131.1 37.9 41.4 41.4 10.4
Operating lease obligations ................. 29.5 10.4 11.5 4.7 2.9
Funding requirements for commercial
mortgageloans............. ... ... ... 105.0 105.0 — — —
Purchase obligations ....................... 7.7 7.3 0.4 — —
Insurance obligations® .................... 7,435.0 1,216.4 1,166.9 906.2 4,145.5
Policyholder fund obligations® ............. 4,789.1 4,152.2 90.3 78.6 468.0
Separate account liabilities® ................ 4,5693.5 4,593.5 — — —
Other short-term and long-term obligations ... 378.7 59.6 51.3 34.4 233.4
Total contractual obligations .............. $ 18,021.7 $ 104335 $ 11,3625 $ 11,0655 $ 5,160.2

(1) The estimated payments expected to be due by period for insurance obligations reflect future estimated cash payments, for pending and future potential claims,
to be made to policyholders and others for future policy benefits, policyholders’ account balances, policyholders’ dividends, and reinsurance payables. These
Sfuture estimated net cash payments are based on mortality, morbidity, lapse and other assumptions comparable with our experience, consider future premium
receipts on current policies in force, and assume market growth and interest crediting consistent with assumptions used in amortizing DAC and VOBA. These
net cash payments are undiscounted with respect to interest and, as a result, the sum of the net cash payments shown for all years in the table of $7.44 billion
exceeds the corresponding liability amount of $5.68 billion included in the Consolidated Financial Statements as of December 31, 2011. We have made
significant assumptions to determine the future estimated net cash payments related to the underlying policies and contracts. Due to the significance of the
assumptions used, actual net cash payments will differ, possibly materially, from these estimates.

(2) While historical withdrawal patterns indicate withdrawal primarily occurs in periods in excess of one year, policyholder fund obligations in the amount of
$3.72 billion have been included in the less than one year column of the table as they may be withdrawn upon request. These net cash payments are
undiscounted with respect to interest but reflect an offsetting effect due to reinsurance recetvables and, as a result, the sum of the net cash payments shown for
all years in the table of $4.79 billion differs from the corresponding liability amount of $5.08 billion included in the Consolidated Financial Statements as of
December 31, 2011. Due to the significance of the assumptions used, actual net cash payments will differ, possibly materially, from these estimates.

) Separate account liabilities are legally insulated from general account obligations, and it is generally expected these liabilities will be fully funded by separate
account assets and their related cash flows. While historical withdrawal patterns indicate withdrawal primarily occurs in periods in excess of one year, separate
account liabilities in the amount of $4.59 billion have been included in the less than one year column of the table as they may be withdrawn upon request.

Our debt obligations consisted primarily of the $250 million 6.875% Senior Notes and the $300 million 6.90%
Subordinated Debt. See Item 8, “Financial Statements and Supplementary Data—Notes to Consolidated Financial
Statements—Note 18—Long-Term Debt” for additional information.

In the normal course of business, we commit to fund commercial mortgage loans generally up to 90 days in advance. At
December 31, 2011, we had outstanding commitments to fund commercial mortgage loans totaling $105.0 million, with
fixed interest rates ranging from 5.125% to 6.375%. These commitments generally have fixed expiration dates. A small
percentage of commitments expire due to the borrower’s failure to deliver the requirements of the commitment by the
expiration date. In these cases, we will retain the commitment fee and good faith deposit. Alternatively, if we terminate a
commitment due to the disapproval of a commitment requirement, the commitment fee and deposit may be refunded to
the borrower, less an administrative fee.

The insurance obligations in the table are actuarial estimates of the cash required to meet our obligations for future
policy benefits and claims. These estimates do not represent an exact calculation of our future benefit liabilities, but are
instead based on assumptions, which involve a number of factors, including mortality, morbidity, recovery, the consumer
price index, reinsurance arrangements and other sources of income for people on claim. Assumptions may vary by age and
gender and, for individual policies occupation class of the claimant, time elapsed since disablement, and contract
provisions and limitations. Certain of these factors could be materially affected by changes in social perceptions about work
ethics, emerging medical perceptions and legal interpretations regarding physiological or psychological causes of disability,
emerging or changing health issues and changes in industry regulation. Changes in one or more of these factors or
incorrect assumptions could cause actual results to be materially different from the information presented in the table.

Policyholder fund obligations include payments based on currently scheduled withdrawals and annuity benefit payments
stemming from liabilities shown on the balance sheet as policyholder funds.
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Other long-term obligations reflected in our balance sheet at December 31, 2011, consisted of $159.5 million in expected
benefit payments for supplemental, home office, and field office retirement plans, $124.4 million in expected benefit payments
for the postretirement benefit plan, $68.4 million in capital commitments related to our low-income housing tax credit
investments, a $14.5 million tax reimbursement liability related to the block of life insurance business sold to Protective Life
Insurance Company (“Protective Life”) in 2001, and a $10.7 million liability for our deferred compensation plan.

INSOLVENCY ASSESSMENTS

Insolvency regulations exist in many of the jurisdictions in which our subsidiaries do business. Such regulations may
require insurance companies operating within the jurisdiction to participate in guaranty associations. The associations levy
assessments against their members for the purpose of paying benefits due to policyholders of impaired or insolvent
insurance companies. Association assessments levied against us from January 1, 2009, through December 31, 2011,
aggregated $1.7 million. At December 31, 2011, we maintained a reserve of $0.5 million for future assessments with respect
to currently impaired, insolvent or failed insurers.

STATUTORY FINANCIAL ACCOUNTING
Standard and The Standard Life Insurance Company of New York prepare their statutory financial statements in
accordance with accounting practices prescribed or permitted by their states of domicile. Prescribed statutory accounting
practices include state laws, regulations, and general administrative rules, as well as the Statements of Statutory Accounting
Practices set forth in publications of the National Association of Insurance Commissioners (“NAIC”).
Statutory accounting practices differ in some respects from GAAP. The principal statutory practices that differ from
GAAP are:
¢ Bonds and commercial mortgage loans are reported principally at adjusted carrying value and amortized cost,
respectively.
* Asset valuation and the interest maintenance reserves are provided as prescribed by the NAIC.
¢ Certain assets designated as non-admitted, principally deferred tax assets, furniture, equipment, and unsecured
receivables, are not recognized as assets, resulting in a charge to statutory surplus.
* Annuity considerations with life contingencies, or purchase rate guarantees, are recognized as revenue when received.
* Reserves for life and disability policies and contracts are reported net of ceded reinsurance and calculated based on
statutory requirements, including required discount rates.
* Commissions, including initial commissions and expense allowance paid for reinsurance assumed, and other policy
acquisition expenses are expensed as incurred.
* Initial commissions and expense allowance received for a block of reinsurance ceded net of taxes are reported as
deferred gains in surplus and recognized as income in subsequent periods.
¢ Federal income tax expense includes current income taxes defined as current year estimates of federal income taxes
and tax contingencies for current and prior years and amounts incurred or received during the year relating to prior
periods, to the extent not previously provided.
e Deferred tax assets, net of deferred tax liabilities, are included in the regulatory financial statements but are limited to
those deferred tax assets that will be realized within three years.
¢ Annuity reserves follow the commissioner’s annuity reserve valuation methodology rather than GAAP guidance for
investment contracts.
The following table sets forth the difference between the statutory net gains from insurance operations before federal
income taxes and net capital gains and losses (“Statutory Results”) and GAAP income before income taxes excluding net
capital gains and losses (“Adjusted GAAP Results”):

Years ended

December 31,
Dollar Dollar
(In millions) 2011 Change 2010 Change 2009
StatutoryResults .. ..... ... ... i $ 1855 $ (131.9) $§ 3174 $ (576) § 3875.0
Adjusted GAAPResults ............ ... i, 202.0 (132.4) 334.4 (8.2) 342.6
Difference . ... ..ottt e $ (165) $ 05 $ (17.0) $ (494) $ 324
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The decrease in Statutory Results for 2011 compared to 2010 was primarily due to an increase in group long term
disability reserves due to higher claims experience. The decrease in Statutory Results for 2010 compared to 2009 was
primarily due to an increase in group long term disability reserves.

The narrowing of the spread between Statutory Results and Adjusted GAAP Results for 2011 was primarily due to a
decrease in earnings from our insurance subsidiaries. The narrowing of the spread between Statutory Results and Adjusted
GAAP Results for 2010 was due to an increase in the deferral of capital gains subject to the interest maintenance reserve on
a statutory basis and an increase in reserves for the group disability business.

The following table sets forth statutory capital and the associated asset valuation reserve:

December 31, P
ercent
(In millions) 2011 2010 Change
Statutory capital adjusted to exclude asset valuation reserves for our regulated
insurance subsSidiaries . . .. ...t e $ 1,3003 $ 1,3224 (1.97%
AsSEt VAlUALION TESEIVE . ..ottt ittt ettt e ettt ia e 107.2 95.6 121

ACCOUNTING PRONOUNCEMENTS
See Item 8, “Financial Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 1—
Summary of Significant Accounting Policies—Accounting Pronouncements.”

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our consolidated financial statements and certain disclosures made in this Form 10-K have been prepared in accordance
with GAAP and require us to make estimates and assumptions that affect reported amounts of assets and liabilities and
disclosures of contingent assets and contingent liabilities at the dates of the financial statements and the reported amounts
of revenues and expenses during the reporting periods. The estimates most susceptible to material changes due to
significant judgment (identified as the “critical accounting policies”) are those used in determining investment valuations,
DAC, VOBA and other intangible assets, the reserves for future policy benefits and claims, pension and postretirement
benefit plans and the provision for income taxes. The results of these estimates are critical because they affect our
profitability and may affect key indicators used to measure our performance. These estimates have a material effect on our
results of operations and financial condition.

Investment Valuations
Fixed Maturity Securities

Fixed maturity security capital gains and losses are recognized using the specific identification method. If a debt
security’s fair value declines below its amortized cost, we must assess the security’s impairment to determine if the
impairment is other than temporary.

In our quarterly fixed maturity security impairment analysis, we evaluate whether a decline in value of the fixed maturity
security is other than temporary by considering the following factors:

¢ The nature of the fixed maturity security.

¢ The duration until maturity.

* The duration and extent the fair value has been below amortized cost.

® The financial quality of the issuer.

» Estimates regarding the issuer’s ability to make the scheduled payments associated with the fixed maturity security.

e Our intent to sell or whether it is more likely than not we will be required to sell a fixed maturity security before
recovery of the security’s cost basis through the evaluation of facts and circumstances including, but not limited to,
decisions to rebalance our portfolio, current cash flow needs and sales of securities to capitalize on favorable pricing.

If it is determined an OTTI exists, we separate the OTTI of debt securities into an OTTI related to credit loss and an
OTTI related to noncredit loss. The OTTI related to credit loss represents the portion of losses equal to the difference
between the present value of expected cash flows, discounted using the pre-impairment yields, and the amortized cost basis.
All other changes in value represent the OTTI related to noncredit loss. The OTTI related to credit loss is recognized in
earnings in the current period, while the OTTI related to noncredit loss is deemed recoverable and is recognized in other
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comprehensive income. The cost basis of the fixed maturity security is permanently adjusted to reflect the credit related
impairment. Once an impairment charge has been recorded, we continue to review the OTTI securities for further
potential impairment.

We maintain an internally identified list of securities with characteristics that could indicate potential impairment
(“watch list”). At December 31, 2011, our fixed maturity securities watch list totaled $8.9 million at fair value and $12.2
million at amortized cost. We recorded $1.8 million of OTTI related to credit loss due to impairments for 2011, compared
to $0.7 million for 2010. We recorded no OTTI related to noncredit loss for 2011 and 2010. See Item 8, “Financial
Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 1—Summary of Significant
Accounting Policies—Investment Valuations—Fixed Maturity Securities—Available-for-Sale” for further disclosures.

We will continue to evaluate our holdings; however, we currently expect the fair values of our investments to recover
either prior to their maturity dates or upon maturity. Should the credit quality of our fixed maturity securities significantly
decline, there could be a material adverse effect on our business, financial position, results of operations or cash flows.

In conjunction with determining the extent of credit losses associated with debt securities, we utilize certain information
in order to determine the present value of expected cash flows discounted using pre-impairment yields. Some of these
input factors include, but are not limited to, original scheduled contractual cash flows, current market spread information,
risk-free rates, fundamentals of the industry and sector in which the issuer operates, and general market information.

In 2009, we recorded a cumulative effect adjustment of $2.3 million, net of tax, for the portion of OTTI related to
noncredit losses on our debt securities for the period prior to April 1, 2009. We met the following criteria in order to
record the cumulative effect adjustment:

® The debt securities were held at the beginning of the interim period of adoption,

* The debt securities had noncredit losses previously recognized as OTTI in earnings,

* We did not intend to sell the debt securities, and

¢ It was not more likely than not that we would be required to sell the debt securities before the recovery of their

amortized cost bases.

Fixed maturity securities are classified as available-for-sale and are carried at fair value on the consolidated balance sheet.
See Item 8, “Financial Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 9—Fair
Value” for a detailed explanation of the valuation methods we use to calculate the fair value of our financial instruments.
Valuation adjustments for fixed maturity securities not accounted for as OTTI are reported as net increases or decreases to
other comprehensive income (loss), net of tax, on the consolidated statements of income and comprehensive income.

Commercial Mortgage Loans

The carrying value of commercial mortgage loans represents the outstanding principal balance less a loan loss allowance
for probable uncollectible amounts. The commercial mortgage loan loss allowance is estimated based on evaluating known
and inherent risks in the loan portfolio and consists of a general loan loss allowance and a specific loan loss allowance. The
general loan loss allowance is based on our analysis of factors including changes in the size and composition of the loan
portfolio, debt coverage ratios, loan to value ratios, actual loan loss experience and individual loan analysis. An impaired
commercial mortgage loan is a loan where we do not expect to receive contractual principal and interest in accordance
with the terms of the loan agreement. A specific allowance for losses is recorded when a loan is considered to be impaired.
We also hold specific allowances for losses on certain performing loans that we continue to monitor and evaluate. Impaired
commercial mortgage loans without specific allowances for losses are those for which we have determined that it remains
probable that we will collect all amounts due. In addition, for impaired commercial mortgage loans, we evaluate the loss to
dispose of the underlying collateral, any significant out of pocket expenses the loan may incur, the loan-to-value ratio and
other quantitative information we have concerning the loan. Portions of loans that are deemed uncollectible are generally
written off against the allowance, and recoveries, if any, are credited to the allowance. See “Liquidity and Capital
Resources—Investing Cash Flows—Commercial Mortgage Loans.”

Real Estate

Real estate is comprised of two components: real estate investments and real estate owned.

Real estate investment properties are stated at cost less accumulated depreciation. Generally, we depreciate this real
estate using the straightline depreciation method with property lives varying from 30 to 40 years. Accumulated
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depreciation for real estate totaled $10.4 million and $29.4 million at December 31, 2011 and 2010, respectively. We record
impairments when it is determined that the decline in fair value of an investment below its carrying value is other than
temporary. The impairment loss is charged to net capital losses, and the cost basis of the investment is permanently
adjusted to reflect the impairment.

Real estate owned is initially recorded at the lower of cost or estimated net realizable value, which includes an estimate
for disposal costs. This amount may be adjusted in a subsequent period as additional market information regarding fair
value is received. Our real estate owned is initially considered an investment held for sale and is expected to be sold within
one year from acquisition. For any real estate expected to be sold, an impairment charge is recorded if we do not expect
the investment to recover its carrying value prior to the expected date of sale. Once an impairment charge has been
recorded, we continue to review the investment for further potential impairment.

Total real estate was $92.7 million at December 31, 2011, compared to $153.1 million at December 31, 2010. The $60.4
million decrease in total real estate during 2011 was primarily due to the sale and depreciation of real estate investments
and the sale and impairment of real estate owned, partially offset by additional real estate owned properties acquired in
satisfaction of debt through foreclosure or the acceptance of deeds in lieu of foreclosure.

DAC, VOBA and Other Intangible Assets

DAC, VOBA and other acquisition related intangible assets are generally originated through the issuance of new business
or the purchase of existing business, either by purchasing blocks of insurance policies from other insurers or by the
outright purchase of other companies. Our intangible assets are subject to impairment tests on an annual basis or more
frequently if circumstances indicate that carrying values may not be recoverable.

The following table sets forth the balances of DAC, VOBA and other intangible assets:

December 31, P
ercent
(Dollars in millions) 2011 2010 Change
DAC . e $ 305.0 $ 2770 10.1%
VOB A o e 26.4 28.4 (7.0)
Other iIntangible assets .. ... ittt i e 44.1 51.7 (14.7)
Total DAC, VOBA and other intangible assets .. .........voineirreeneennnnneee... $ 3755 $ 3571 5.2

We defer certain acquisition costs that vary with and are primarily related to the origination of new business and placing
that business in force. Certain costs related to obtaining new business and acquiring business through reinsurance
agreements have been deferred and will be amortized to accomplish matching against related future premiums or gross
profits as appropriate. We normally defer certain acquisition-related commissions and incentive payments, certain costs of
policy issuance and underwriting, and certain printing costs. Assumptions used in developing DAC and amortization
amounts each period include the amount of business in force, expected future persistency, withdrawals, interest rates and
profitability. These assumptions are modified to reflect actual experience when appropriate. Additional amortization of
DAC is charged to current earnings to the extent it is determined that future premiums or gross profits are not adequate to
cover the remaining amounts deferred. Changes in actual persistency are reflected in the calculated DAC balance. Costs
that do not vary with the production of new business are not deferred as DAC and are charged to expense as incurred.
Generally, annual commissions are considered expenses and are not deferred.

DAC for group and individual disability insurance products and group life insurance products is amortized over the life
of related policies in proportion to future premiums. We amortize DAC for group disability and life insurance products
over the initial premium rate guarantee period, which averages 2.5 years. DAC for individual disability insurance products
is amortized in proportion to future premiums over the life of the contract, averaging 20 to 25 years with approximately
50% and 75% expected to be amortized by years 10 and 15, respectively.

Our individual deferred annuities and group annuity products are classified as investment contracts. DAC related to
these products is amortized over the life of related policies in proportion to expected gross profits. For our individual
deferred annuities, DAC is generally amortized over 30 years with approximately 55% and 95% expected to be amortized
by years 5 and 15, respectively. DAC for group annuity products is amortized over 10 years with approximately 80%
expected to be amortized by year five.

2011 ANNUAL REPORT

53



Part II

VOBA primarily represents the discounted future profits of business assumed through reinsurance agreements. We have
established VOBA for a block of individual disability business assumed from Minnesota Life and a block of group disability
and group life business assumed from Teachers Insurance and Annuity Association of America (“TIAA”). VOBA is
generally amortized in proportion to future premiums for group and individual disability insurance products and group
life products. However, the VOBA related to the TIAA transaction associated with an in force block of group long term
disability claims for which no ongoing premium is received is amortized in proportion to expected gross profits. If actual
premiums or future profitability are inconsistent with our assumptions, we could be required to make adjustments to VOBA
and related amortization. For the VOBA associated with the Minnesota Life block of business assumed, the amortization
period is up to 30 years and is amortized in proportion to future premiums. The VOBA associated with the TIAA
transaction is amortized in proportion to expected gross profits with an amortization period of up to 20 years. The
accumulated amortization of VOBA was $62.4 million and $60.4 million at December 31, 2011 and 2010, respectively.

The following table sets forth the amount of DAC and VOBA balances amortized in proportion to expected gross profits
and the percentage of the total balance of DAC and VOBA amortized in proportion to expected gross profits:

December 31, 2011 December 31, 2010
(Dollars in millions) Amount Percent Amount Percent
DAC e e e $ 676 222% $ 636 23.0%
VOB A i e e e e 7.1 26.9 7.5 26.4

Key assumptions, which will affect the determination of expected gross profits for determining DAC and VOBA balances,
are:

¢ Persistency.

¢ Interest rates, which affect both investment income and interest credited.

* Stock market performance.

¢ Capital gains and losses.

¢ Claim termination rates.

¢ Amount of business in force.

These assumptions are modified to reflect actual experience when appropriate. Although a change in a single
assumption may have an impact on the calculated amortization of DAC or VOBA for balances associated with investment
contracts, it is the relationship of that change to the changes in other key assumptions that determines the ultimate impact
on DAC or VOBA amortization. Because actual results and trends related to these assumptions vary from those assumed, we
revise these assumptions annually to reflect our current best estimate of expected gross profits. As a result of this process,
known as “unlocking,” the cumulative balances of DAC and VOBA are adjusted with an offsetting benefit or charge to
income to reflect changes in the period of the revision. An unlocking event that results in an after-tax benefit generally
occurs as a result of actual experience or future expectations being favorable compared to previous estimates. An unlocking
event that results in an after-tax charge generally occurs as a result of actual experience or future expectations being
unfavorable compared to previous estimates. As a result of unlocking, the amortization schedule for future periods is also
adjusted.

The following table sets forth the impact of unlocking on DAC and VOBA balances:

Years ended
December 31,

Dollar Dollar
(Dollars in millions) 2011 Change 2010 Change 2009
Decrease to DACand VOBA ... ..ot $ (09 $ @04 $ (05 $ 05 $ (1.0)

Significant, unanticipated changes in key assumptions, which affect the determination of expected gross profits, may
result in a large unlocking event that could have a material adverse effect on our financial position or results of operations.
However, future changes in DAC and VOBA balances due to changes in underlying assumptions are not expected to be
material.
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Our other intangible assets are subject to amortization and consist of certain customer lists from Asset Management
business acquired and an individual disability marketing agreement. Customer lists have a combined estimated weighted-
average remaining life of approximately 8.3 years. The marketing agreement accompanied the Minnesota Life transaction
and provides access to Minnesota Life agents, some of whom now market Standard’s individual disability insurance
products. The Minnesota Life marketing agreement will be fully amortized by the end of 2023. The accumulated
amortization of other intangible assets was $30.6 million and $23.0 million at December 31, 2011 and 2010, respectively.

Reserves for Future Policy Benefits and Claims

Reserves include policy reserve liabilities and claim reserve liabilities and represent amounts to pay future benefits and
claims. Claim reserve liabilities are for claims that have been incurred or are estimated to have been incurred but not yet
reported to us. Policy reserve liabilities reflect our best estimate of assumptions at the time of policy issuance including
adjustments for adverse deviations in actual experience.

The following table sets forth total reserve balances by reserve type:

December 31,
(In millions) 2011 2010
Reserves:
POliCY FESEIVES . . oottt e e $ 1,061.2 $ 11,0355
Clain TESEIVES . .o\ ittt ettt et e et e e e e et e e e e e 4,622.4 4,466.8
TOtaAl FESEIVES . . ottt ettt ettt e e e e e e e e $ 5,6836 $ 55023

Developing the estimates for reserves, and thus the resulting impact on earnings, requires varying degrees of subjectivity
and judgment, depending upon the nature of the reserve. For most of our reserves, the reserve calculation methodology is
prescribed by various accounting and actuarial standards, although judgment is required in the determination of
assumptions used in the calculation. We also hold reserves that lack a prescribed methodology but instead are determined
by a formula that we have developed based on our own experience. Because this type of reserve requires a higher level of
subjective judgment, we closely monitor its adequacy. These reserves are primarily incurred but not reported (“IBNR”)
claim reserves associated with our disability products. Finally, a small amount of reserves is held based entirely upon
subjective judgment. These reserves are generally set up as a result of unique circumstances that are not expected to
continue far into the future and are released according to pre-established conditions and timelines.

The following table sets forth total reserve balances by calculation methodology:

December 31, Percentof December 31, Percentof

(In millions) 2011 Total 2010 Total
Reserves:
Reserves determined through prescribed methodology ............. $ 5,056.6 89.0% $ 4,872.6 88.6%
Reserves determined by internally-developed formulas ............. 620.7 10.9 619.3 11.2
Reserves based on subjective judgment ............... ... ... 6.3 0.1 10.4 0.2
TOtAl TESEIVES . v o v ot e e et et et e e e e e e e e e e e $ 5,683.6 100.0% $ 5,502.3 100.0%
Policy Reserves

Policy reserves include reserves established for individual disability insurance, individual and group immediate annuity
businesses and individual life insurance. Policy reserves are calculated using our best estimates of assumptions and
considerations at the time the policy was issued, adjusted for the effect of adverse deviations in actual experience. These
assumptions are not subsequently modified unless policy reserves become inadequate, at which time we may need to
change assumptions to increase reserves. We maintain a policy reserve for as long as a policy is in force, even after a

separate claim reserve is established.
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The following table sets forth policy reserves by block of business:

December 31,

(In millions) 2011 2010
Policy reserves:
Individual disability INSUrance ................oiiiiiiiii i $ 2198 $ 204.7
Individual and group immediate annuity businesses ............... ... ... oo 244.2 235.0
Individual life INSUTANCE ... ...ttt e 597.2 595.8
TOtal POLICY TESEIVES . . . .o\ttt ettt et ettt et e $ 10612 $ 1,0355

Individual Disability Insurance

Policy reserves for our individual disability block of business are established at the time of policy issuance using the net
level premium method as prescribed by GAAP and represent the current value of projected future benefits including
expenses less projected future premium. Assumptions used to calculate individual disability policy reserves may vary by the
age, gender and occupation class of the insured, the year of policy issue and specific contract provisions and limitations.

Individual disability policy reserves are sensitive to assumptions and considerations regarding:

¢ Claim incidence rates.

¢ Claim termination rates.

¢ Discount rates used to value expected future claim payments and premiums.

¢ Persistency rates.

* The amount of monthly benefit paid to the insured less reinsurance recoveries and other offsets.

¢ Expense rates including inflation.

Individual and Group Immediate Annuity Businesses

Policy reserves for our individual and group immediate annuity blocks of business are established at the time of policy
issue and represent the present value of future payments due under the annuity contracts. The contracts are single
premium contracts, and, therefore, there is no projected future premium. Assumptions used to calculate immediate
annuity policy reserves may vary by the age and gender of the annuitant and year of policy issue.

Immediate annuity policy reserves are sensitive to assumptions and considerations regarding:

¢ Annuitant mortality rates.

¢ Discount rates used to value expected future annuity payments.

Individual Life Insurance

Effective January 1, 2001, substantially all of our individual life policies and the associated reserves were ceded to
Protective Life under a reinsurance agreement. If Protective Life were to become unable to meet its obligations, Standard
would retain the reinsured liabilities. Therefore the associated reserves remain on Standard’s consolidated balance sheets
and an equal amount is recorded as a recoverable from the reinsurer. We also retain a small number of individual policies
arising out of individual conversions from our group life policies.

Claim Reserves

Claim reserves are established when a claim is incurred or is estimated to have been incurred but not yet reported to us
and, as prescribed by GAAP, equal our best estimate of the present value of the liability of future unpaid claims and claim
adjustment expenses. Reserves for IBNR claims are determined using our experience and consider actual historical
incidence rates, claim-reporting patterns and the average cost of claims. The IBNR claim reserves are calculated using a
company derived formula based primarily upon premiums, which is validated through a close examination of reserve
run-out experience. The claim reserves are related to group and individual disability insurance and group life insurance
products offered by our Insurance Services segment.

Claim reserves are subject to revision based on credible changes in claim experience and expectations of future factors
that may influence claim experience. During each quarter, we monitor our emerging claim experience to ensure that the
claim reserves remain appropriate. We make adjustments to our assumptions based on emerging trends that are credible
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and are expected to persist, and expectations of future factors that may influence our claim experience. Assumptions used
to calculate claim reserves may vary by the age, gender and occupation class of the claimant, the year the claim was
incurred, time elapsed since disablement, and specific contract provisions and limitations.

The following table sets forth total claim reserves by block of business:

December 31,

(In millions) 2011 2010
Claim reserves:
Group disability insurance ............... ..ol S $ 31352 $ 3,022.2
Individual disabilityinsurance ........... .. ... ... ... i 721.8 694.1
Group lifeinsurance ........ ... ... . i 765.4 750.5
Total ClAIM FESEIVES . . .o\ttt t e ettt e et ettt et e et ettt e e $ 46224 $ 4,466.8

Group and Individual Disability Insurance

Claim reserves for our disability products are sensitive to assumptions and considerations regarding:

¢ Claim incidence rates for IBNR claim reserves.

¢ Claim termination rates.

® Discount rates used to value expected future claim payments.

* The amount of monthly benefit paid to the insured less reinsurance recoveries and other offsets.

¢ Expense rates including inflation.

¢ Historical delay in reporting of claims incurred.

Certain of these factors could be materially affected by changes in social perceptions about work ethics, emerging
medical perceptions and legal interpretations regarding physiological or psychological causes of disability, emerging or
changing health issues and changes in industry regulation. If there are changes in one or more of these factors or if actual
claims experience is materially inconsistent with our assumptions, we could be required to change our reserves.

Group Life Insurance

Claim reserves for our group life products are established for death claims reported but not yet paid, IBNR for death and
waiver claims and waiver of premium benefits. The death claim reserve is based on the actual amount to be paid. The IBNR
claim reserves are calculated using historical information, and the waiver of premium benefit is calculated using a tabular
reserve method that takes into account company experience and published industry tables.

Trends in Key Assumptions

Key assumptions affecting our reserve calculations are:

¢ The discount rate.

¢ The claim termination rate.

¢ The claim incidence rate for policy reserves and IBNR claim reserves.

The following table sets forth the average discount rate used for newly incurred long term disability claim reserves and
life waiver reserves:

Years ended December 31,
2011 2010 2009
Average diSCOUNTTATE ... vt vttt et ettt it e it e anteeenneas e 5.13% 5.00% 5.00%

Reserve discount rates for newly incurred claims are reviewed quarterly and, if necessary, are adjusted to reflect our
current and expected new investment yields. The discount rate is based on the average rate we received on newly invested
assets during the previous 12 months, less a margin. We also consider our average investment yield and average discount
rate on our entire block of claims when deciding whether to increase or decrease the discount rate. The decrease in the
average discount rate from 2011 to 2010 was primarily the result of a continued low interest rate environment. A 25 basis
point increase or decrease in the discount rate for newly incurred claims results in a comparable increase or decrease in
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quarterly pre-tax income of approximately $1.6 million. We do not adjust group insurance premium rates based on short-
term fluctuations in investment yields. Any offsetting adjustments of group insurance premium rates due to sustained
changes in investment yields can take from one to three years given that most new contracts have rate guarantees in place.

Claim termination rates can vary widely from quarter to quarter. The claim termination assumptions used in determining
our reserves represent our expectation for claim terminations over the life of our block of business and will vary from actual
experience in any one quarter. While we have experienced some variation in our claim termination experience, we did not
see any prolonged or systemic change in 2011 that would indicate a sustained underlying trend that would affect the claim
termination rates used in the calculation of reserves.

As a result of studies of our long-term trends compared to reserving assumptions for our group long term disability
insurance, we did not release any IBNR claim reserves in 2011, compared to a release of IBNR claim reserves totaling $11.7
million and claim reserves totaling $2.9 million in 2010. We released IBNR claim reserves totaling $16.6 million in 2009.

We refined the claim termination rate assumptions for the reserves on a small block of individual disability claims based
on a blend of our experience and industry data in 2009, 2010 and 2011 which resulted in an increase in reserves of $11.5
million, $12.5 million and $5.5 million, respectively. Our block of business is relatively small, and, as a result, we view a
blend of the industry data and our own experience as a more appropriate method for establishing termination assumptions
compared solely to our own experience. We will continue to monitor the credibility of our developing experience and, if
necessary, will adjust reserves accordingly.

We refined our reserve calculation for certain other individual disability claims in 2010 and 2011, which resulted in
decreases in our individual disability reserves of $4.7 million and $1.9 million, respectively. There were no similar
calculation refinements in 2009.

We monitor the adequacy of our reserves relative to our key assumptions. In our estimation, scenarios based on
reasonably possible variations in claim termination assumptions could produce a percentage change in reserves for our
group insurance lines of business of approximately +/- 0.2% or $8 million. However, given that claims experience can
fluctuate widely from quarter to quarter, significant unanticipated changes in claim termination rates over time could
produce a change in reserves for our group insurance lines outside of this range.

Pension and Postretirement Benefit Plans

We have two non-contributory defined benefit pension plans: the employee pension plan and the agent pension plan.
The employee pension plan is for all eligible employees and the agent pension plan is for former field employees and
agents. The defined benefit pension plans provide benefits based on years of service and final average pay. Participation in
the defined benefit pension plans is generally limited to eligible employees whose date of employment began before 2003.
These plans are sponsored by Standard and administered by Standard Retirement Services, Inc. and are closed for new
participants.

We also have a postretirement benefit plan that includes medical, prescription drug benefits and group term life
insurance. The group term life insurance benefit was curtailed as of December 31, 2011. Eligible retirees are required to
contribute specified amounts for medical and prescription drug benefits that are determined periodically and are based on
retirees’ length of service and age at retirement. Participation in the postretirement benefit plan is limited to employees
who had reached the age of 40 or whose combined age and length of service was equal to or greater than 45 years as of
January 1, 2006. This plan is sponsored and administered by Standard and is closed for new participants.

In addition, eligible executive officers are covered by a non-qualified supplemental retirement plan.

We are required to recognize the funded status of our pension and postretirement benefit plans as an asset or liability on
the balance sheet. For pension plans, this is measured as the difference between the plan assets at fair value and the
projected benefit obligation as of the year-end balance sheet date. For our postretirement plan, this is measured as the
difference between the plan assets at fair value and the accumulated benefit obligation as of the year-end balance sheet
date. Unrecognized actuarial gains or losses, prior service costs or credits, and transition assets are amortized, net of tax,
out of accumulated other comprehensive income or loss as components of net periodic benefit cost.

In accordance with the accounting principles related to our pension and other postretirement plans, we are required to
make a significant number of assumptions in order to calculate the related liabilities and expenses each period. The major
assumptions that affect net periodic benefit cost and the funded status of the plans include the weighted-average discount
rate, the expected return on plan assets, and the rate of compensation increase.
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The weighted-average discount rate is an interest assumption used to convert the benefit payment stream to present
value. The discount rate is selected based on the yield of a portfolio of high quality corporate bonds with durations that are
similar to the expected distributions from the employee benefit plan.

The expected return on plan assets assumption is the best long-term estimate of the average annual return that will be
produced from the pension trust assets until current benefits are paid. Our expectations for the future investment returns
of the asset categories are based on a combination of historical and projected market performance. The expected return
for the total portfolio is calculated based on each plan’s strategic asset allocation.

The long-term rate of return for the employee pension plan portfolio is derived by calculating the average return for the
portfolio monthly, from 1971 to the present, using the average mutual fund manager returns in each asset category,
weighted by the target allocation to each category.

The rate of compensation increase is a long-term assumption that is based on an estimated inflation rate in addition to
merit and promotion-related compensation increase components.

For the postretirement benefit plan, the assumed health care cost trend rates are also major assumptions that affect
expenses and liabilities. Assumed health care cost trend rates have a significant effect on the amounts reported for the
health care plans. A one-percentage-point change in assumed health care cost trend rates would have the following effects:

1% Point 1% Point

(In millions) Increase  Decrease
Effect on total of service and INtEreSt COSt . . . . v vt vttt et ettt et ettt $ 05 $ (04
Effect on postretirement benefitobligation ......... ... .. .. ... 7.1 (5.6)

Our discount rate assumption is reviewed annually, and we use a December 31 measurement date for each of our plans.
For more information concerning our pension and postretirement plans, see Item 8, “Financial Statements and
Supplementary Data—Notes to Consolidated Financial Statements—Note 4—Retirement Benefits.”

Income Taxes

We file a U.S. consolidated income tax return that includes all subsidiaries. Our U.S. income tax is calculated using
regular corporate income tax rates on a tax base determined by laws and regulations administered by the IRS. We also file
corporate income tax returns in various states. The provision for income taxes includes amounts currently payable and
deferred amounts that result from temporary differences between financial reporting and tax bases of assets and liabilities.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply when the temporary differences
are expected to reverse.

GAAP requires management to use a more likely than not standard to evaluate whether, based on available evidence,
each deferred tax asset will be realized. A valuation allowance is recorded to reduce a deferred tax asset to the amount
expected to be realized. We have recorded a deferred tax asset for loss carryforwards. Realization is dependent on
generating sufficient taxable income prior to expiration of the loss carryforwards. Although realization is not assured,
management believes it is more likely than not that all of the deferred tax asset will be realized. The amount of the
deferred tax asset considered realizable, however, could be reduced in the near term if estimates of future taxable income
during the carryforward period are reduced.

Management is required to determine whether tax return positions are more likely than not to be sustained upon audit
by taxing authorities. Tax benefits of uncertain tax positions, as determined and measured by this interpretation, cannot be
recognized in our financial statements.

We record income tax interest and penalties in the income tax provision according to our accounting policy. See Item 8,
“Financial Statements and Supplementary Data—Notes to Consolidated Financial Statements—Note 7—Income Taxes.”

FORWARD-LOOKING STATEMENTS

From time to time StanCorp or its representatives make written or oral statements, including some of the statements
contained or incorporated by reference in this Annual Report on Form 10-K and in other reports, filings with the Securities
and Exchange Commission, press releases, conferences or otherwise, that are other than purely historical information.
These statements, including estimates, projections, statements related to business plans, strategies, objectives and expected
operating results and the assumptions upon which those statements are based, are forward-looking statements within the
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meaning of the Private Securities Litigation Reform Act of 1995 and Section 21E of the Exchange Act, as amended.
Forward-looking statements also include, without limitation, any statement that includes words such as “expects,”
” “will likely result” and similar

9 » o« ” o«

“anticipates,” “intends,” “plans,” “believes,” “estimates,” “seeks,” “will be,” “will continue,
expressions that are predictive in nature or that depend on or refer to future events or conditions. Our forward-looking
statements are not guarantees of future performance and involve uncertainties that are difficult to predict. They involve
risks and uncertainties which may cause actual results to differ materially from the forward-looking statements and include,
but are not limited to, the following:
® Growth of sales, premiums, annuity deposits, cash flows, assets under administration including performance of equity
investments in the separate account, gross profits and profitability.
* Availability of capital required to support business growth and the effective utilization of capital, including the ability
to achieve financing through debt or equity.
* Changes in our liquidity needs and the liquidity of assets in its investment portfolio.
e Our ability to refinance or retire maturing debt.
¢ Integration and performance of business acquired through reinsurance or acquisition.
* Changes in financial strength and credit ratings.
¢ Changes in the regulatory environment at the state or federal level including changes in income tax rates and
regulations or changes in U.S. GAAP accounting principles, practices or policies.
* Findings in litigation or other legal proceedings.
¢ Intent and ability to hold investments consistent with our investment strategy.
* Receipt of dividends from, or contributions to, our subsidiaries.
¢ Adequacy of the diversification of risk by product offerings and customer industry, geography and size, including
concentration of risk, especially inherent in group life products.
* Adequacy of asset-liability management.
¢ Events of terrorism, natural disasters or other catastrophic events, including losses from a disease pandemic.
® Benefit ratios, including changes in claims incidence, severity and recovery.
¢ Levels of persistency.
* Adequacy of reserves established for future policy benefits.
¢ The effect of changes in interest rates on reserves, policyholder funds, investment income and commercial mortgage
loan prepayment fees.
¢ Levels of employment and wage growth and the impact of rising benefit costs on employer budgets for employee benefits.
e Competition from other insurers and financial services companies, including the ability to competitively price its
products.
¢ Ability of reinsurers to meet their obligations.
* Availability, adequacy and pricing of reinsurance and catastrophe reinsurance coverage and potential charges incurred.
¢ Achievement of anticipated levels of operating expenses.
* Adequacy of diversification of risk within our fixed maturity securities portfolio by industries, issuers and maturities.
* Adequacy of diversification of risk within our commercial mortgage loan portfolio by borrower type, property type and
geographic region.
¢ Credit quality of the holdings in our investment portfolios.
¢ The condition of the economy and expectations for interest rate changes.
* The effect of changing levels of commercial mortgage loan prepayment fees and participation levels on cash flows.
¢ Experience in delinquency rates or loss experience in its commercial mortgage loan portfolio.
® Adequacy of commercial mortgage loan loss allowance.
¢ Concentration of commercial mortgage loan assets collateralized in certain states such as California.
¢ Concentration of commercial mortgage loan assets by borrower.
¢ Environmental liability exposure resulting from commercial mortgage loan and real estate investments.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and
Capital Resources—Asset-Liability and Interest Rate Risk Management.”
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
StanCorp Financial Group, Inc.
Portland, Oregon

We have audited the accompanying consolidated balance sheets of StanCorp Financial Group, Inc., and subsidiaries (the
“Company”) as of December 31, 2011 and 2010, and the related consolidated statements of income and comprehensive
income, changes in shareholders’ equity, and cash flows for each of the three years in the period ended December 31,
2011. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
StanCorp Financial Group, Inc., and subsidiaries as of December 31, 2011 and 2010, and the results of their operations and
their cash flows for each of the three years in the period ended December 31, 2011, in conformity with accounting
principles generally accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Company’s internal control over financial reporting as of December 31, 2011, based on the criteria established
in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
and our report dated February 24, 2012 expressed an unqualified opinion on the Company’s internal control over financial

reporting.

/S/ DELOITTE & TOUCHE LLP

Portland, Oregon
February 24, 2012
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CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

Years ended

December 31,
(Dollars in millions—except per share data) 2011 2010 2009
Revenues:
Premiums .. ..ot i et e $ 21533 $ 2,097.7 $ 2,101.9
Administrative fees .. ... ... .. i e e e 115.5 116.5 108.5
Net investment iNCOMIE . . . ..ottt ete e ie i ie e rreeeaenraneenns 612.8 602.5 586.5
Net capital losses:
Total other-than-temporary impairment losses on fixed maturity
securities—availableforsale . .. ....... ... ... .. L Lo il (1.8) 0.7) (5.9)
All other net capitallosses ...............coiiiiiiiiiiiiiiiiinn.,. (5.1) (50.9) (21.0)
Total netcapitallosses ............. ... ... . i il (6.9) (51.6) (26.9)
TOtaAl TEVEIMUES . . v vttt e ettt ettt e et e 2,874.7 2,765.1 2,770.0
Benefits and expenses:
Benefits to policyholders ........ ... ... i i 1,771.2 1,619.8 1,575.7
Interestcredited ....... ... ... . . i e 161.0 158.4 145.6
OPperating eXpenses .. ... ....uetttiiniiiuriieteer ittt 471.2 446.2 476.2
Commissions and bonuses .. ...........oiiitienintnrninnnnenanns 218.7 206.1 202.0
Premitum taAXeS . ..ottt ettt e e e e e 36.7 34.7 34.2
Interest EXpense . ....... ... il i e 38.9 38.9 39.2
Net increase in deferred acquisition costs, value of business acquired and
otherintangible assets ...............iiiiiii i (18.1) (21.8) (18.6)
Total benefitsand expenses . ............ ..ottt 2,679.6 2,482.3 2,454.3
Income before income taxes . ............ouniniiiiane i 195.1 282.8 315.7
Income taxes .. ... .. . . e e 55.8 93.8 106.8
Netincome . ... ...t e et e e e 139.3 189.0 208.9
Other comprehensive income, net of tax:
Unrealized gains on securities—available-for-sale:
Net unrealized capital gains on securities—available-forsale ............ 103.4 100.5 210.8
Reclassification adjustment for net capital (gains) losses included in
o T80 L 03 o LN (5.9) (9.6) 3.5
Employee benefit plans:
Prior service (cost) credit and net (losses) gains arising during the
Period, net .. ... e i i (26.6) (5.0) 8.4
Reclassification adjustment for amortization to net periodic pension
COSE, ThEE ot ittt ittt e an e een et et e 3.3 3.6 49
Total other comprehensive income, netoftax ...................... 74.2 89.5 227.6
Comprehensive inCome .......... ... oottt $ 2135 $ 2785 $ 436.5
Net income per common share:
BaSiC . vttt e e e $ 310 $ 404 $ 4.27
Diluted ... e e 3.09 4.02 4.26
Weighted-average common shares outstanding:
BasiC .. i e e 44,876,650 46,774,277 48,932,908
Diluted ......ooi i e e e 45,016,070 47,006,228 49,044,543

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS

December 31,
(Dollars in millions) 2011 2010
ASSETS
Investments:
Fixed maturity securities—available-for-sale (amortized cost of $6,209.9 and $6,023.0) .... § 6,769.56 % 6,419.1
Commercial mortgage loans, Net . ....... .. ... i e 4,902.3 4,513.6
REAl ESTALE, TIEL . . vttt et ettt ettt e e et e et 92.7 153.1
Otherinvested assets ... ... ... ... . i e 130.9 60.8
Total INVESEMENTS . . ... .. ittt e e ettt e e 11,895.4 11,146.6
Cashand cashequivalents ........ ... i i 138.4 152.0
Premiums and otherreceivables . ........... ... .. . . . i e 118.8 101.9
Accrued INVestMENt iNCOME . ... u. ittt ettt et et ettt 111.7 110.8
Amounts recoverable from reinSuUrers . ..........o it ettt ittt et 949.3 938.3
Deferred acquisition costs, value of business acquired and other intangible assets, net ...... 375.5 357.1
GoodWill .. e e e e e e e 36.0 36.0
Propertyand equipment, net .......... ... i e e 101.3 111.5
(@ 11 4 7= ol V=] - J PN 113.9 101.7
Separate ACCOUNT ASSELS . ... .uvunn e ettt ettt ettt ia ettt tannnnan 4,593.5 4,787.4
B e = ) P 1T . $ 184338 $ 17,8433
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities:
Future policy benefitsand claims . . .......... .. . $ 56836 § 55023
Other policyholderfunds ........... ... ... .. . . . 5,078.1 4,627.8
Deferred tax liabilities, net .. ... .. .t e i i e e i e 113.5 58.3
Shortterm debt .. ... . e 251.2 2.2
Longtermdebt ... .. ... .. 300.9 551.9
Other Habilities . . . ... ... e e e e e e e e 402.5 401.3
Separate account liabilities ............. .. ... 4,593.5 4,787.4
Total Habilities . .. ot ittt e et e e e 16,423.3 15,931.2
Commitments and contingencies (See Note 19)
Shareholders’ equity:
Preferred stock, 100,000,000 shares authorized; noneissued ..................cco.... — —
Common stock, no par, 300,000,000 shares authorized; 44,268,859 and 46,159,387 shares
issued at December 31, 2011 and December 31, 2010, respectively ................... 82.4 158.2
Accumulated other comprehensiveincome .................. ... ... .o 235.1 160.9
Retained earnings ...... PN 1,693.0 1,593.0
Total shareholders’ equity .. ........ ... i i 2,010.5 1,912.1
Total liabilities and shareholders’ equity . ........... ... i $ 18,4338 § 17,8433

See Notes to Consolidated Financial Statements.

STANCORP FINANCIAL GROUP, INC.



CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Accumulated
Common Stock Other . . Total
Comprehensive  Retained  Shareholders’

(Dollars in millions) Shares Amount  Income (Loss) Earnings Equity
Balance, January 1,2009 ............. ... ... .. ... 48,989,074 $2629 $ (1539) $1,271.3 $ 1,380.3
Netincome ........ ...t — — — 208.9 208.9
Cumulative adjustment for the noncredit portion of losses

from other-than-temporary impairments, netof tax ... .. — — (2.3) 2.3 —
Other comprehensive income, netoftax ................ — — 227.6 — 297.6
Common stock:

Repurchased ............ ... ... ... ... i, (1,551,700)  (59.3) — — (59.3)

Issued under share-based compensation plans, net . ... .. 307,150 16.8 — — 16.8
Dividends declared on common stock .................. — — — (38.9) (38.9)
Balance, December 31,2009 .......................... 47,744,524 2204 71.4 1,443.6 1,735.4
Netincome ...ttt — — —_ 189.0 189.0
Other comprehensive income, netoftax ................ — — 89.5 — 89.5
Common stock:

Repurchased ........... ... ... i i i (2,034,200) (81.8) — — (81.8)

Issued under share-based compensation plans, net . .. ... 449,063 19.6 — — 19.6
Dividends declared on common stock .................. — — — (39.6) (39.6)
Balance, December 31,2010 .......................... 46,159,387  158.2 160.9 1,593.0 1,912.1
Netincome ........ ...ttt — — — 139.3 139.3
Other comprehensive income, netoftax ................ — — 74.2 — 74.2
Common stock:

Repurchased ......... ... ... ... .. ... oii... (2,180,100) (90.3) — — (90.3)

Issued under share-based compensation plans, net . ... .. 289,572 14.5 — — 14.5
Dividends declared on common stock .................. — — — (39.3) (39.3)
Balance, December 31,2011 .......................... 44,268,859 $ 824 § 235.1 $1,693.0 $ 2,010.5

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended
December 31,
(In millions) 2011 2010 2009
Operating:
DA (S0 4 oo o =S PP 1393 § 189.0 $ 208.9
Adjustments to reconcile net income to net cash provided by operating activities:
Net realized capitallosses ........... ... ... ... ..ol 6.9 51.6 26.9
Depreciation and amortization . .............. . i ittt e 133.9 129.7 123.4
Deferral of acquisition costs, value of business acquired and other intangible
ASSELS, MO oottt ettt et e e e e e e (98.8) (91.8) (93.9)
Deferred INCOME LAXES . . .\t vttt ittt ittt et e et n et eennnnennns 15.3 (21.9) (16.8)
Changes in other assets and liabilities:
Receivables and accrued inCome . ... ... ..ot e e (28.3) 13.5 13.9
Future policy benefitsand claims .................... ... i 166.3 127.8 66.5
Other, Net ...t i i it e e (80.5) (42.8) 112.5
Net cash provided by operating activities . . .............. oo, 254.1 355.1 441.4
Investing:
Proceeds from sale, maturity, or repayment of fixed maturity securities—
availablefor-sale ....... ... .. e 885.2 762.4 953.8
Proceeds from sale or repayment of commercial mortgage loans .................. 573.8 499.3 542.0
Proceeds fromsale of realestate ............ ..ot i 62.6 31.5 09
Proceeds from sale or maturity of other investments ............................. — — 0.2
Acquisition of fixed maturity securities—availableforsale ........................ (1,076.8) (856.1) (1,570.8)
Acquisition or origination of commercial mortgage loans ..................... ... (970.2) (902.2) (804.5)
Acquisition of real estate ........... ... .. . . e (5.3) (2.3) (1.5)
Acquisition of otherinvested assets ............ ...l (47.0) (6.9) —
Acquisition of businesses, netof cashacquired ................... ... ... — (2.8) (5.2)
Acquisition of property and equipment, net ........... ..o (17.7) (16.0) (22.5)
Net cash used in investing activities ................coviiiiiniiin ... (595.4) (493.1) (907.6)
Financing:
Policyholder fund deposits ............. ..ol 1,905.0 1,640.0 1,748.7
Policyholder fund withdrawals .......... ... ... i, (1,454.7) (1,349.3) (1,3855.7)
Short-term debt . . . . ..o e e e e (1.0) (0.7) (0.8)
Longtermdebt ... ... e (1.0) (1.3) (8.3)
Issuance of cOMMON SLOCK . .. ..ottt i e e 9.0 14.4 8.3
Repurchases of commonstock ...... .. ... ... i (90.3) (81.8) (59.3)
Dividends paid on common stock ......... ... i it (39.3) (39.6) (38.9)
Net cash provided by financing activities .. ...............coiiiiiiii. ... 327.7 181.7 294.0
(Decrease) increase in cash and cash equivalents ..................... ... ...l (13.6) 48.7 (172.2)
Cash and cash equivalents, beginningof year ............. ... ... ... . . i il 152.0 108.3 280.5
Cash and cash equivalents,end ofyear ............ ... o il 1384 § 1520 $ 1083
Supplemental disclosure of cash flow information:
Cash paid during the year for:
3R (] A 206.7 $ 2005 $ 1788
INCOME LAXES .« ..ttt et e 74.1 115.9 90.1
Non-cash transactions:
Real estate acquired through commercial mortgage loan foreclosure ............ 22.8 103.2 24.2
Commercial mortgage loans originated on real estatesold ..................... 52.2 —_ —_

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As used in this Form 10-K, the terms “StanCorp,” “Company,” “we,” “us” and “our” refer to StanCorp Financial Group,
Inc. and its subsidiaries, unless the context otherwise requires.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization, principles of consolidation, and basis of presentation

StanCorp, headquartered in Portland, Oregon, is a holding company and conducts business through wholly-owned
operating subsidiaries throughout the United States. Through its subsidiaries, StanCorp has the authority to underwrite
insurance products in all 50 states. StanCorp operates through two segments: Insurance Services and Asset Management as
well as an Other category. See “Note 5—Segments.”

StanCorp has the following wholly-owned operating subsidiaries: Standard Insurance Company (“Standard”), The
Standard Life Insurance Company of New York, Standard Retirement Services, Inc. (“Standard Retirement Services”),
StanCorp Equities, Inc. (“StanCorp Equities”), StanCorp Mortgage Investors, LLC (“StanCorp Mortgage Investors”),
StanCorp Investment Advisers, Inc. (“StanCorp Investment Advisers”), StanCorp Real Estate, LLC (“StanCorp Real
Estate”), Standard Management, Inc. (“Standard Management”) and Adaptu, LLC (“*Adaptu”).

Standard, the Company’s largest subsidiary, underwrites group and individual disability insurance and annuity products,
group life and accidental death and dismemberment (“AD&D”) insurance, and provides group dental and group vision
insurance, absence management services and retirement plan products. Founded in 1906, Standard is domiciled in
Oregon, licensed in all states except New York, and licensed in the District of Columbia and the U.S. territories of Guam
and the Virgin Islands.

The Standard Life Insurance Company of New York was organized in 2000 and is licensed to provide group long term
and short term disability insurance, group life and AD&D insurance, group dental insurance and individual disability
insurance in New York.

The Standard is a service mark of StanCorp and its subsidiaries and is used as a brand mark and marketing name by
Standard and The Standard Life Insurance Company of New York.

Standard Retirement Services administers and services StanCorp’s retirement plans group annuity contracts and trust
products. Retirement plan products are offered in all 50 states through Standard or Standard Retirement Services.

StanCorp Equities is a limited broker-dealer and member of the Financial Industry Regulatory Authority. StanCorp
Equities serves as principal underwriter and distributor for group variable annuity contracts issued by Standard and as the
broker of record for certain retirement plans using the trust platform. StanCorp Equities carries no customer accounts but
provides supervision and oversight for the distribution of group variable annuity contracts and of the sales activities of all
registered representatives employed by StanCorp Equities and its affiliates.

StanCorp Mortgage Investors originates and services fixed-rate commercial mortgage loans for the investment portfolios
of the Company’s insurance subsidiaries. StanCorp Mortgage Investors also generates additional fee income from the
origination and servicing of commercial mortgage loans participated to institutional investors.

StanCorp Investment Advisers is a Securities and Exchange Commission (“SEC”) registered investment adviser providing
performance analysis, fund selection support, model portfolios and other investment advisory, financial planning, and
investment management services to its retirement plan clients, individual investors and subsidiaries of StanCorp.

StanCorp Real Estate is a property management company that owns and manages the Hillsboro, Oregon home office
properties and other properties held for investment and held for sale. StanCorp Real Estate also manages the Portland,
Oregon home office properties.

Standard Management has owned and managed certain real estate properties held for sale.

Adaptu provides an online service to help members plan and manage their financial lives.

Standard holds interests in low-income housing tax credit investments. These interests do not meet the requirements for
consolidation under existing accounting standards, and thus the Company’s interests in the low-income housing tax credit
investments are accounted for under the equity method of accounting. The total investment in these interests was $128.0
million and $57.5 million at December 31, 2011 and 2010 respectively.
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The consolidated financial statements include StanCorp and its subsidiaries. Intercompany balances and transactions
have been eliminated on a consolidated basis.

In 2008, the Company identified opportunities and developed strategies to centralize key functions, streamline its
processes and improve efficiencies. In January 2009, the Company adopted a restructuring plan to implement these
strategies. The Company incurred $18.6 million of costs during its 2009 operating expense reduction initiatives. In 2011, as
part of an ongoing effort to reduce costs and improve capabilities, the Company initiated a project to outsource a
significant portion of its information-technology infrastructure function, which resulted in approximately $11 million in
project related costs.

Reclassifications

Certain investments previously classified as Real estate, net and Policy loans have been reclassified to Other invested
assets for all periods presented. Low-income housing tax credit investments that were previously included in the Real estate,
net balance were reclassified to Other invested assets. The amounts related to low-income housing tax credit investments
that were reclassified were $128.0 million and $57.5 million for 2011 and 2010, respectively. The amounts related to Policy
loans that were reclassified to Other invested assets were $2.9 million and $3.3 million for 2011 and 2010, respectively. The
reclassifications discussed above had no impact on the Company’s financial condition, results of operations or cash flows
for any periods presented.

Use of estimates

The Company’s consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America (“GAAP”) which require management to make estimates and
assumptions that affect reported amounts of assets and liabilities and disclosures of contingent assets and contingent
liabilities at the dates of the financial statements and the reported amounts of revenues and expenses during the reporting
periods. The estimates most susceptible to material changes due to significant judgment are those used in determining
investment valuations, deferred acquisition costs (“DAC”), value of business acquired (“VOBA”) and other intangible assets,
the reserves for future policy benefits and claims, pension and postretirement benefit plans and the provision for income
taxes. The results of these estimates are critical because they affect the Company’s profitability and may affect key indicators
used to measure the Company’s performance. These estimates have a material effect on our results of operations and

financial condition.

Investment Valuations
Fixed Maturity Securities—Available-for-sale (“Fixed Maturity Securities”)

Fixed maturity security capital gains and losses are recognized using the specific identification method. If a debt
security’s fair value declines below its amortized cost, we must assess the security’s impairment to determine if the
impairment is other than temporary.

In the Company’s quarterly fixed maturity security impairment analysis, management evaluates whether a decline in
value of the fixed maturity security is other than temporary by considering the following factors:

¢ The nature of the fixed maturity security.

® The duration until maturity.

¢ The duration and extent the fair value has been below amortized cost.

* The financial quality of the issuer.

¢ Estimates regarding the issuer’s ability to make the scheduled payments associated with the fixed maturity security.

¢ The Company’s intent to sell or whether it is more likely than not we will be required to sell a fixed maturity security

before recovery of the security’s cost basis through the evaluation of facts and circumstances including, but not limited
to, decisions to rebalance our portfolio, current cash flow needs and sales of securities to capitalize on favorable
pricing.

If it is determined an other-than-temporary impairment (“OTTI”) exists, we separate the OTTI of debt securities into an
OTTI related to credit loss and an OTTI related to noncredit loss. The OTTI related to credit loss represents the portion of
losses equal to the difference between the present value of expected cash flows, discounted using the pre-impairment
yields, and the amortized cost basis. All other changes in value represent the OTTI related to noncredit loss. The OTTI
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related to credit loss is recognized in earnings in the current period, while the OTTI related to noncredit loss is deemed
recoverable and is recognized in other comprehensive income. The cost basis of the fixed maturity security is permanently
adjusted to reflect the credit related impairment. Once an impairment charge has been recorded, the Company continues
to review the OTTI securities for further potential impairment.

The Company will continue to evaluate our holdings; however, the Company currently expects the fair values of our
investments to recover either prior to their maturity dates or upon maturity. Should the credit quality of the Company’s
fixed maturity securities significantly decline, there could be a material adverse effect on the Company’s business, financial
position, results of operations or cash flows.

In conjunction with determining the extent of credit losses associated with debt securities, the Company utilizes certain
information in order to determine the present value of expected cash flows discounted using pre-impairment yields. Some
of these input factors include, but are not limited to, original scheduled contractual cash flows, current market spread
information, risk-free rates, fundamentals of the industry and sector in which the issuer operates, and general market
information.

Fixed maturity securities are classified as available-for-sale and are carried at fair value on the consolidated balance sheet.
See “Note 9—Fair Value” for a detailed explanation of the valuation methods the Company uses to calculate the fair value
of the Company’s financial instruments. Valuation adjustments for fixed maturity securities not accounted for as OTTI are
reported as net increases or decreases to other comprehensive income (loss), net of tax, on the consolidated statements of
income and comprehensive income.

Commercial Mortgage Loans

Commercial mortgage loans are stated at amortized cost less a loan loss allowance for probable uncollectible amounts.
The commercial mortgage loans loss allowance is estimated based on evaluating known and inherent risks in the loan
portfolio and consists of a general and a specific loan loss allowance.

Impairment Evaluation

The Company continuously monitors its commercial mortgage loan portfolio for potential nonperformance by
evaluating the portfolio and individual loans. Key factors that are monitored are as follows:

¢ Loan loss experience.

¢ Delinquency history.

® Debt coverage ratio.

* Loan to value ratio.

¢ Refinancing and restructuring history.

* Request for forbearance history.

If the analysis above indicates a loan might be impaired, it is further analyzed for impairment through the consideration
of the following additional factors:

® Delinquency status.

* Foreclosure status.

¢ Restructuring status.

¢ Borrower history.

If it is determined a loan is impaired, a specific allowance is usually recorded.

General Loan Loss Allowance

The general loan loss allowance is based on the Company’s analysis of factors including changes in the size and
composition of the loan portfolio, debt coverage ratios, loan to value ratios, actual loan loss experience and individual loan
analysis.
Specific Loan Loss Allowance

An impaired commercial mortgage loan is a loan where the Company does not expect to receive contractual principal
and interest in accordance with the terms of the loan agreement. A specific allowance for losses is recorded when a loan is
considered to be impaired and it is probable that all amounts due will not be collected. The Company also holds specific
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loan loss allowances on certain performing commercial mortgage loans that it continues to monitor and evaluate. Impaired
commercial mortgage loans without specific allowances for losses are those for which the Company has determined that it
remains probable that all amounts due will be collected although the timing or nature is, or is likely to be outside the
original contractual terms. In addition, for impaired commercial mortgage loans, the Company evaluates the loss to dispose
of the underlying collateral, any significant out of pocket expenses the loan may incur and other quantitative information
management has concerning the loan. Portions of loans that are deemed uncollectible are written off against the
allowance, and recoveries, if any, are credited to the allowance. See “Note 10—Investments—Commercial Mortgage
Loans.”

Interest Income

The Company records interest income in net investment income and continues to recognize interest income on
delinquent commercial mortgage loans until the loans are more than 90 days delinquent. Interest income and accrued
interest receivable are reversed when a loan is put on non-accrual status. For loans that are less than 90 days delinquent,
management may reverse interest income and the accrued interest receivable if there is a question on the collectability of
the interest. Interest income on loans more than 90 days delinquent is recognized in the period the cash is collected. The
Company resumes the recognition of interest income when the loan becomes less than 90 days delinquent and
management determines it is probable that the loan will continue to perform.

Real Estate

Real estate is comprised of two components: real estate investments and real estate owned.

Real estate investment properties are stated at cost less accumulated depreciation. Generally, the Company depreciates
this real estate using the straightline depreciation method with property lives varying from 30 to 40 years. Accumulated
depreciation for real estate totaled $10.4 million and $29.4 million at December 31, 2011 and 2010, respectively. The
Company records impairments when it is determined that the decline in fair value of an investment below its carrying value
is other than temporary. The impairment loss is charged to net capital losses, and the cost basis of the investment is
permanently adjusted to reflect the impairment.

Real estate owned is initially recorded at the lower of cost or estimated net realizable value, which includes an estimate
for disposal costs. This amount may be adjusted in a subsequent period as independent appraisals are received. The
Company’s real estate owned is initially considered an investment held for sale and is expected to be sold within one year
from acquisition. For any real estate expected to be sold, an impairment charge is recorded if the Company does not
expect the investment to recover its carrying value prior to the expected date of sale. Properties held for sale are
continuously reviewed for potential impairment.

Total real estate was $92.7 million at December 31, 2011, compared to $153.1 million at December 31, 2010. The $60.4
million decrease in total real estate during 2011 was primarily due to the sale and depreciation of real estate investments
and the sale and impairment of real estate owned, partially offset by additional real estate owned properties acquired in
satisfaction of debt through foreclosure or the acceptance of deeds in lieu of foreclosure.

All Other Investments

Other Invested assets include low income housing tax credit investments, derivative financial instruments and policy
loans. Valuation adjustments for these investments are recognized using the specific identification method.

Low income housing tax credit investments are carried at fair value and are accounted for under the equity method of
accounting. Valuation adjustments are reported as capital losses.

Derivative financial instruments are carried at fair value, and valuation adjustments are reported as a component of net
investment income. See “Note 11—Derivative Financial Instruments.”

Policy loans are stated at their aggregate unpaid principal balances and are secured by policy cash values.

Net investment income and capital gains and losses related to separate account assets and liabilities are included in the
separate account assets and liabilities.

Cash and Cash Equivalents
Cash and cash equivalents include cash and investments purchased with original maturities of three months or less at the
time of acquisition. The carrying amount of cash equivalents approximates the fair value of those instruments.
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DAC, VOBA and Other Intangible Assets

DAC, VOBA and other acquisition related intangible assets are generally originated through the issuance of new business
or the purchase of existing business, either by purchasing blocks of insurance policies from other insurers or by the
outright purchase of other companies. The Company’s intangible assets are subject to impairment tests on an annual basis
or more frequently if circumstances indicate that carrying values may not be recoverable.

The Company defers certain acquisition costs that vary with and are primarily related to the origination of new business
and placing that business in force. Certain costs related to obtaining new business and acquiring business through
reinsurance agreements have been deferred and will be amortized to accomplish matching against related future premiums
or gross profits as appropriate. The Company normally defers certain acquisition-related commissions and incentive
payments, certain costs of policy issuance and underwriting, and certain printing costs. Assumptions used in developing
DAC and amortization amounts each period include the amount of business in force, expected future persistency,
withdrawals, interest rates and profitability. These assumptions are modified to reflect actual experience when appropriate.
Additional amortization of DAC is charged to current earnings to the extent it is determined that future premiums or gross
profits are not adequate to cover the remaining amounts deferred. Changes in actual persistency are reflected in the
calculated DAC balance. Costs that do not vary with the production of new business are not deferred as DAC and are
charged to expense as incurred. Generally, annual commissions are considered expenses and are not deferred.

DAC for group and individual disability insurance products and group life insurance products is amortized over the life
of related policies in proportion to future premiums. The Company amortizes DAC for group disability and life insurance
products over the initial premium rate guarantee period, which averages 2.5 years. DAC for individual disability insurance
products is amortized in proportion to future premiums over the life of the contract, averaging 20 to 25 years with
approximately 50% and 75% expected to be amortized by years 10 and 15, respectively.

The Company’s individual deferred annuities and group annuity products are classified as investment contracts. DAC
related to these products is amortized over the life of related policies in proportion to expected gross profits. For the
Company’s individual deferred annuities, DAC is generally amortized over 30 years with approximately 55% and 95%
expected to be amortized by years 5 and 15, respectively. DAC for group annuity products is amortized over 10 years with
approximately 80% expected to be amortized by year five.

VOBA primarily represents the discounted future profits of business assumed through reinsurance agreements. The
Company has established VOBA for a block of individual disability business assumed from Minnesota Life Insurance
Company (“Minnesota Life”) and a block of group disability and group life business assumed from Teachers Insurance and
Annuity Association of America (“TIAA”). VOBA is generally amortized in proportion to future premiums for group and
individual disability insurance products and group life products. However, the VOBA related to the TIAA transaction
associated with an in force block of group long term disability claims for which no ongoing premium is received is
amortized in proportion to expected gross profits. If actual premiums or future profitability are inconsistent with the
Company’s assumptions, the Company could be required to make adjustments to VOBA and related amortization. For the
VOBA associated with the Minnesota Life block of business assumed, the amortization period is up to 30 years and is
amortized in proportion to future premiums. The VOBA associated with the TIAA transaction is amortized in proportion
to expected gross profits with an amortization period of up to 20 years.

Key assumptions, which will affect the determination of expected gross profits for determining DAC and VOBA balances,
are:

® Persistency.

 Interest rates, which affect both investment income and interest credited.

¢ Stock market performance.

¢ Capital gains and losses.

¢ (Claim termination rates.

* Amount of business in force.

These assumptions are modified to reflect actual experience when appropriate. Although a change in a single
assumption may have an impact on the calculated amortization of DAC or VOBA for balances associated with investment
contracts, it is the relationship of that change to the changes in other key assumptions that determines the ultimate impact
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on DAC or VOBA amortization. Because actual results and trends related to these assumptions vary from those assumed, we
revise these assumptions annually to reflect our current best estimate of expected gross profits. As a result of this process,
known as “unlocking,” the cumulative balances of DAC and VOBA are adjusted with an offsetting benefit or charge to
income to reflect changes in the period of the revision. An unlocking event that results in an after-tax benefit generally
occurs as a result of actual experience or future expectations being favorable compared to previous estimates. An unlocking
event that results in an after-tax charge generally occurs as a result of actual experience or future expectations being
unfavorable compared to previous estimates. As a result of unlocking, the amortization schedule for future periods is also
adjusted.

Significant, unanticipated changes in key assumptions, which affect the determination of expected gross profits, may
result in a large unlocking event that could have a material adverse effect on our financial position or results of operations.
However, future changes in DAC and VOBA balances due to changes in underlying assumptions are not expected to be
material.

The Company’s other intangible assets are subject to amortization and consist of certain customer lists from Asset
Management business acquired and an individual disability marketing agreement. Customer lists have a combined
estimated weighted-average remaining life of approximately 8.3 years. The marketing agreement accompanied the
Minnesota Life transaction and provides access to Minnesota Life agents, some of whom now market Standard’s individual
disability insurance products. The Minnesota Life marketing agreement will be fully amortized by the end of 2023.

Property and Equipment, Net
The following table sets forth the major classifications of the Company’s property and equipment and accumulated

depreciation:
December 31,
(In millions) 2011 2010
Home office Properties .. ... ...ttt it i $ 1332 § 13808
Office furniture and eqUIPIENT . . .. .. ... it i e i e 54.2 58.3
Capitalized software . ........ . . . . i 154.4 142.4
Leasehold improvements . . . .. ... .. ...ttt e 12.6 11.7
Property and equipment, Gross . ...ttt i 354.4 343.2
Less: accumulated depreciation .......... ...t e e 253.1 231.7
Property and equipment, net ......... ... . i e e $ 1013 $ 1115

Property and equipment are stated at cost less accumulated depreciation. The Company depreciates property and
equipment using the straight-line method over the estimated useful lives with a half-year convention. The estimated useful
lives are generally 40 years for properties, range from three to ten years for equipment and range from three to five years
for capitalized software. Leasehold improvements are depreciated over the lesser of the estimated useful life of the asset or
the life of the lease. Depreciation expense for 2011, 2010 and 2009 was $28.0 million, $31.7 million and $31.4 million,
respectively. The Company reviews property and equipment for impairment when circumstances or events indicate the
carrying amount of the asset may not be recoverable and recognizes a charge to earnings if an asset is impaired.

Non-affiliated tenants leased 35.3%, 34.3% and 35.7% of the corporate headquarters in Portland, Oregon at
December 31, 2011, 2010 and 2009, respectively. Income from the leases is included in net investment income.

Separate Account

Separate account assets and liabilities represent segregated funds held for the exclusive benefit of contract holders. The
activities of the account primarily relate to contract holder-directed 401(k) contracts. Standard charges the separate
account with asset management and plan administration fees associated with the contracts. Separate account assets are
carried at fair value and separate account liabilities are carried at the amount of the related assets.
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Reserves for Future Policy Benefits and Claims

Benefits and expenses are matched with recognized premiums to result in recognition of profits over the life of the
contracts. The match is accomplished by recording a provision for future policy benefits and unpaid claims and claim
adjustment expenses. For most of the Company’s product lines, management establishes and carries as a liability actuarially
determined reserves that are calculated to meet the Company’s obligations for future policy benefits and claims. These
reserves do not represent an exact calculation of the Company’s future benefit liabilities but are instead estimates based on
assumptions and considerations concerning a number of factors, which include:

® The amount of premiums that the Company will receive in the future.

* The rate of return on assets the Company purchases with premiums received.

¢ Expected number and severity of claims.

* Expenses.

* Persistency, which is the measurement of the percentage of premiums remaining in force from year to year.

In particular, the Company’s group and individual long term disability reserves are sensitive to assumptions and
considerations regarding the following factors:

¢ Claim incidence rates for incurred but not reported claim reserves.

¢ Claim termination rates.

¢ Discount rates used to value expected future claim payments.

* Persistency rates.

¢ The amount of monthly benefit paid to the insured, less reinsurance recoveries and other offsets.

¢ Expense rates including inflation.

¢ Historical delay in reporting of claims incurred.

Assumptions may vary by:

* Age, gender and, for individual policies, occupation class of the claimant.

* Year of issue for policy reserves or incurred date for claim reserves.

¢ Time elapsed since disablement.

¢ Contract provisions and limitations.

Other Policyholder Funds

Other policyholder funds are liabilities for investment-type contracts and are based on the policy account balances
including accumulated interest. Other policyholder funds include amounts related to advanced premiums, premiums on
deposit and experience rated liabilities totaling $419.4 million and $418.5 million at December 31, 2011 and 2010,
respectively.

Recognition of Premiums

Premiums from group life and group and individual disability contracts are recognized as revenue when due. Investment-
type contract fee revenues consist of charges for policy administration and surrender charges assessed during the period.
Charges related to services to be performed are deferred until earned. The amounts received in excess of premiums and
fees are included in other policyholder funds in the consolidated balance sheets. Experience rated refunds are computed
in accordance with the terms of the contracts with certain group policyholders and are accounted for as an adjustment to

premiums.

Income Taxes

The Company files a U.S. consolidated income tax return that includes all subsidiaries. The Company’s U.S. income tax
is calculated using regular corporate income tax rates on a tax base determined by laws and regulations administered by
the Internal Revenue Service (“IRS”). The Company also files corporate income tax returns in various states. The provision
for income taxes includes amounts currently payable and deferred amounts that result from temporary differences between
financial reporting and tax bases of assets and liabilities. Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply when the temporary differences are expected to reverse.
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GAAP requires management to use a more likely than not standard to evaluate whether, based on available evidence,
each deferred tax asset will be realized. A valuation allowance is recorded to reduce a deferred tax asset to the amount
expected to be realized.

Management is required to determine whether tax return positions are more likely than not to be sustained upon audit
by taxing authorities. Tax benefits of uncertain tax positions, as determined and measured by this interpretation, cannot be
recognized in the Company’s financial statements.

The Company records income tax interest and penalties in the income tax provision according to the Company’s
accounting policy. See “Note 7—Income Taxes.”

Accumulated Other Comprehensive Income
The following table sets forth the components of accumulated other comprehensive income:

December 31,

(In millions) 2011 2010

Net unrealized capital gains on fixed maturity securities ............. ... .. i, $ 3152 § 2177

Employee benefit plans . ........ .. e (80.1) (56.8)
Total accumulated other comprehensive income ........... ... i $ 2351 § 1609

Other Comprehensive Income

Other comprehensive income includes changes in unrealized capital gains and losses on fixed maturity securities, net of
the related tax effects, and changes in unrealized prior service costs and credits and net gains and losses associated with the
Company’s employee benefit plans, net of the related tax effects.

The following table sets forth other comprehensive income:

Years ended
December 31,

(In millions) 2011 2010 2009
Unrealized gains on fixed maturity securities:
Net unrealized capital gains on fixed maturity securities .............. ... ....... $ 1593 § 1572 $ 326.7
Lessitax effects .. ..o 55.9 56.7 115.9
Net unrealized capital gains on fixed maturity securities, netof tax ............. 103.4 100.5 210.8
Net reclassifications adjustment for net capital (gains) losses included in
MELINMCOIME . .ottt ittt ettt ettt et st e enennens (9.1) (15.4) 5.5
Less: taX € e CtS « o vttt e e e (3.2) (5.8) 2.0
Net reclassifications adjustment for realized net capital (gains) losses, net
Of LK L e e (5.9) (9.6) 3.5
Total net unrealized gains on fixed maturity securities . ..................... 97.5 90.9 214.3
Employee benefit plans:
Net prior service (cost) credit and net (losses) gains arising during the period ..... (40.9) 7.7 12.9
Less:taxeffects ....... ..o enn.n. e e e e e (14.3) (2.7 4.5
Net prior service (cost) credit and net (losses) gains arising during the period,
NELOLTAX oottt ettt e e (26.6) (5.0) 8.4
Net reclassification adjustment for amortization to net periodic pension cost....... 5.0 5.6 7.6
Less: tax €ffeCts . ... ..o e 1.7 2.0 2.7
Net reclassification adjustment for amortization to net periodic pension cost, net
Of taX . o e e 3.3 3.6 4.9
Total unrealized changes in employee benefitplans . ....................... (23.3) (1.4) 13.3
Total other comprehensive income, netoftax ............ ..., $ 742 $ 895 § 2276
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Accounting Pronouncements
Accounting Standards Update (“ASU”) No. 2010-26, Accounting for Costs Associated with Acquiring or Renewing Insurance Contracts
In October 2010, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2010-26, Accounting for Costs
Associated with Acquiring or Renewing Insurance Contracts. ASU No. 2010-26 amends the codification guidance for insurance
entities to eliminate the diversity of accounting treatment related to deferred acquisition costs. ASU No. 2010-26 limits the
capitalization of deferred acquisition costs to incremental direct costs of contract acquisition and certain costs directly
related to acquisition activities such as underwriting, policy issuance and processing, medical and inspection, and sales
force contract selling. To be an incremental direct cost of contract acquisition, the cost must meet the following two
requirements:
1) It results directly from and is essential to the acquisition of the contract.
2) It would not have been incurred by the insurance entity had that acquisition contract transaction not occurred.
The ASU requires additional disclosures in the financial statements and footnotes concerning deferred acquisition costs
such as the nature and type of acquisition costs capitalized, the method of amortizing capitalized acquisition costs, and the
amount of acquisition costs amortized for the period. The directives of ASU No. 2010-26 are effective for fiscal years and
interim periods beginning after December 15, 2011. Retrospective adoption of the rule is allowed, but not required. The
Company estimates implementing this ASU will increase pre-tax expenses approximately $3 to $4 million annually with a
cumulative effect adjustment of approximately $20 to $25 million in the initial year of adoption. The Company will adopt
this guidance on a retrospective basis in the first quarter of 2012.

ASU No. 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRS

In May 2011, the FASB issued ASU No. 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure
Requirements in U.S. GAAP and IFRS. ASU No. 2011-04 is intended to converge GAAP and International Financial Reporting
Standards (“IFRS”) requirements for measuring fair value and disclosing information about fair value measurements. This
ASU is not expected to have a significant impact on GAAP. Key provisions of the ASU include:

1) The grouping of financial instruments for the purpose of determining fair value being prohibited.

2) The use of a blockage factor to all fair value measurements also being prohibited.

3) The requirement that for recurring Level 3 fair value measurements entities must disclose quantitative
information about unobservable inputs, a description of the valuation process used and qualitative details about
the sensitivity of the measurements.

4) The requirement to disclose the fair value by level for each class of assets and liabilities not measured at fair value
in the statement of financial position, but for which the fair value is required to be disclosed.

ASU No. 2011-04 is effective for interim and annual periods beginning after December 15, 2011. The Company is
currently assessing the impact that this pronouncement will have on its disclosures, but does not expect a material effect to
its financial statements.

ASU No. 2011-05, Presentation of Comprehensive Income

In June 2011, the FASB issued ASU No. 2011-05, Presentation of Comprehensive Income. ASU No. 2011-05 outlines two
acceptable methods of presenting comprehensive income in the financial statements. Entities are required to present other
comprehensive income in a single continuous statement with net income or present the components of net income and
other comprehensive income in two separate, consecutive statements.

ASU No. 2011-05 is effective for interim and annual periods beginning after December 15, 2011. The Company will
continue to present other comprehensive income in a single financial statement with net income and does not expect this
ASU to have a material effect on its presentation of financial statements.

ASU No. 2011-08, Testing Goodwill for Impairment

In September 2011, the FASB issued ASU No. 2011-08, Testing Goodwill for Impairment. ASU No. 2011-08 is intended to
reduce the cost and complexity of performing the first step of the two-step goodwill impairment test required under Topic
350, Intangibles-Goodwill and Other. Under the revised guidance, entities testing goodwill for impairment have the option of
performing a qualitative assessment before calculating the fair value of the reporting unit (i.e., step one of the goodwill
impairment test).
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If entities determine, on the basis of qualitative factors, that the fair value of the reporting unit is more likely than not
less than the carrying amount, the two-step impairment test would be required. If it is not more likely than not that the fair
value of the reporting unit is less than the carrying amount, further testing of goodwill for impairment would not be
performed. Because the qualitative assessment is optional, entities may bypass it for any reporting unit in any period and
begin their impairment analysis with the quantitative calculation in step one.

ASU No. 2011-08 is effective for interim and annual periods beginning after December 15, 2011. As this ASU provides
optional qualitative analysis, the Company does not expect this ASU to have a material effect on its goodwill testing or
disclosure in the financial statements.

ASU 2011-11, Disclosures about Offsetting Assets and Liabilities

In December 2011, the FASB issued ASU No. 2011-11, Disclosures about Offsetting Assets and Liabilities. The main objective
of ASU No. 2011-11 is to enhance disclosures for financial instruments and derivative instruments which have right of setoff
conditions. Under the guidance provided in this ASU, entities would be required to disclose the amounts offset in
determining the net amounts presented in their statements of financial position. The amount of both the recognized asset
and the recognized liability subject to setoff under the same arrangement will become a required disclosure.

ASU No. 2011-11 is effective for interim and annual periods beginning on or after January 1, 2013. The Company does
not currently have exposure to hedges, derivatives or master netting arrangements that would be subjected to these
additional disclosures. Therefore, the Company does not expect this ASU to have a material effect on its asset and liability
disclosures in its statements of financial position.

2. NET INCOME PER COMMON SHARE

Net income per basic common share was calculated by dividing net income by the weighted-average number of common
shares outstanding. Net income per diluted common share, as calculated using the treasury stock method, reflects the
potential dilutive effects of stock award grants and exercises of dilutive outstanding stock options. The computation of
diluted weighted-average earnings per share does not include stock options with an option exercise price greater than the
average market price because they are antidilutive and inclusion would increase earnings per share.

The following table sets forth the calculation of net income per basic and diluted weighted-average common shares

outstanding:
Years ended
December 31,
(Dollars in millions—except per share data) 2011 2010 2009
Netincome (in millions) .. ..... ..., $ 139.3 $ 189.0 § 208.9
Basic weighted-average common shares outstanding . ............... 44,876,650 46,774,277 48,932,908
StOCK OPHONS .\ vttt e 131,926 228,193 105,263
Stock awards .. ...t e, 7,494 3,758 6,372
Diluted weighted-average common shares outstanding ............. 45,016,070 47,006,228 49,044,543
Net income per common share:
Net income per basic commonshare ........................... $ 310 § 404 $ 4.27
Net income per diluted commonshare . ........................ 3.09 4.02 4.26
Antidilutive shares not included in net income per diluted common
sharecalculation . ... ... .. i i e 1,974,242 1,150,075 1,967,483
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3. SHARE-BASED COMPENSATION

The Company has two active share-based compensation plans: the 2002 Stock Incentive Plan (“2002 Plan”) and the 1999
Employee Share Purchase Plan (“ESPP”). The 2002 Plan authorizes the Board of Directors to grant incentive or
non-statutory stock options and stock awards to eligible employees and certain related parties. Of the 4.8 million shares of
common stock authorized for the 2002 Plan, 1.3 million shares or options for shares remain available for grant at
December 31, 2011. The Company’s ESPP allows eligible employees to purchase StanCorp common stock at a discount. Of
the 2.0 million shares authorized for the ESPP, 0.2 million shares remain available for issuance at December 31, 2011.

The following table sets forth the total compensation cost and related income tax benefit under the Company’s share-
based compensation plans:

Years ended
December 31,

(In millions) 2011 2010 2009
CompPensation COSE .. ...ttt ittt ittt ittt i $ 59 $§ 53 $ 96
Related income tax bene it . ... .. ittt i it ittt ettt et e 2.1 1.9 34

The Company has provided three types of share-based compensation pursuant to the 2002 Plan: option grants, stock
award grants and director stock award grants.

Option Grants

Options are granted to directors, officers and certain non-officer employees. Directors typically receive annual grants in
amounts determined by the Nominating & Corporate Governance Committee of the Board of Directors and executive
officers typically receive annual grants in amounts determined by the Organization & Compensation Committee of the
Board of Directors. Each director who is not an employee of the Company receives annual stock options with a fair value
equal to $50,000 on the date of the annual shareholders meeting. Non-executive officers typically receive annual grants as
determined by management. Officers may also receive options when hired or promoted to an officer position. In addition,
the Chief Executive Officer has authority to award a limited number of options at his discretion to non-executive officers
and other employees. Options are granted with an exercise price equal to the closing market price of StanCorp common
stock on the grant date. Directors’ options vest after one year with other options generally vesting in four equal installments
on the first four anniversaries of the vesting reference date. Option awards to certain officers vest if the officer’s
employment is terminated by the Company without cause or the officer terminates for good reason within 24 months after
a change of control of the Company as defined in the Company’s change of control agreement. Options generally expire
10 years from the grant date.
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The following table sets forth a summary of option activity and options outstanding and exercisable:

Weighted-
Average
Weighted- Remaining
Average Contractual Total Intrinsic
Options Exercise Price Terms (Years) Value
Outstanding, January 1,2009 ........... ... ... i, 2,615,566 $ 38.42 6.1 $ 16,301,078
Granted . ... .. 523,501 37.08
Exercised ..........iiiiii e (101,903) 18.17
Forfeited ... ... .. .. . . . . . (110,146) 43.08
Expired ... ..o e (33,542) 20.42
Outstanding, December 31,2009 ..................... ... ... ... 2,793,476 38.94 6.0 13,272,319
Granted . ... i e 283,752 42.12
Exercised ... ... e e (279,270) 29.17
Forfeited ......... ... . . i e (114,465) 46.17
Expired ... ... e (3,000) 19.24
Outstanding, December 31,2010 .........................o.t. 2,680,493 40.01 5.6 17,226,460
Granted .. ... . e 272,785 44.18
Exercised . ... ..o e (120,880) 29.10
Forfeited . ....... ...t e (42,837) 42.78
Expired . ... e (5,200) 42.73
Outstanding, December 31,2011 ........ ... ... ... . ouo.. 2,784,361 $ 40.84 5.1 $ 5,947,355
Options outstanding and exercisable:
Vested or expected to be vested, December 31,2011 ............ 2,758,689 § 40.83 5.1 $ 5,923,768
Fully vested and exercisable, December 31,2011 ............... 2,270,916 40.60 44 5,475,610

The fair value of each option award was estimated using the Black-Scholes option pricing model as of the grant date
using the assumptions noted in the following table. The Black-Scholes option pricing model uses the expected term as an
input with the calculated option value varying directly with the length of time until exercise. The Company bases its
estimate of the expected term on an analysis of the historical exercise experience of similar options granted to similar
employee or director groups. The expected term given below represents the weighted-average expected term of options
granted. Expected stock price volatility is based on the volatility of StanCorp common stock price over the prior period
equal in duration to the expected term. The dividend rate is the rate expected to be paid over the expected term, generally
estimated to be equal to the rate for the year prior to the grant. The risk-free rate is the interest rate on a U.S. Treasury
bond of a maturity closest to the expected term of the option granted.

The following table sets forth the weighted-average assumptions used to determine the fair value of option grants:

Years ended
December 31,

2011 2010 2009
Dividend yield . ... ... e 1.97% 1.91% 2.10%
Expected stock price volatility ........ ... ... . 46.24 45.61 39.51
Risk-free interestrate ....... ... ...t i et 2.35 2.75 1.83
Expected option lives . ... ... ... e 5.7years 5.7 years 5.4 years

The weighted-average grant date fair value of options granted was $16.87, $16.16 and $11.52 for 2011, 2010, and 2009,
respectively. The total intrinsic value of the options exercised was $1.8 million, $4.5 million and $1.4 million for the same
periods, respectively. The amount that the Company received from the exercise of stock options was $3.5 million, $8.1
million and $1.9 million for 2011, 2010 and 2009, respectively. The related tax benefit derived from the tax deduction
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received by the Company for the difference between the market price of StanCorp common stock and the exercise price
when the options were exercised was $0.6 million, $1.6 million and $0.5 million for 2011, 2010 and 2009, respectively.

The compensation cost of stock options is recognized over the vesting period, which is also the period over which the
grantee must provide services to the Company. At December 31, 2011, the total compensation cost related to unvested
option awards that had not yet been recognized in the financial statements was $6.1 million. This compensation cost will be
recognized over a weighted-average period of 2.2 years. During 2009, certain executive officers of the Company retired,
upon which the vesting of some of their options was accelerated in accordance with their option agreements. The
accelerated vesting resulted in recognition of $1.8 million of additional compensation cost for 2009.

Stock award grants

The Company grants annual performance-based stock awards to designated senior officers as long-term incentive
compensation. Under the 2002 Plan, the Company had 0.7 million shares available for issuance as stock award grants at
December 31, 2011.

In years prior to 2008, the performance-based stock awards consisted of restricted shares (60%) and cash performance
units (40%), which represent a right to receive cash equal to the value of one share of StanCorp common stock. The
restricted shares and cash performance units were subject to forfeiture if continued employment and financial
performance criteria were not met.

The compensation cost of these awards was measured using an estimate of the number of restricted shares and cash
performance units that will vest at the end of the performance period, multiplied by the fair value of the awards. For
restricted shares, the fair value was measured as the closing market price of StanCorp common stock on the grant date. For
cash performance units, the fair value was measured as the closing market price of StanCorp common stock on the date of
the financial statements.

The following table sets forth a summary of the activity of performance-based restricted shares and cash performance
units outstanding:

Weighted-
Average
Restricted Grant Date
Shares Cash Units Fair Value
Unvested balance, January 1,2009 .. ... i 36,247 $ 23,941 § 50.15
L@ =Y o 1 s AN — —_—
VSt . ittt e e e e e e (15,959)  (10,550)
Forfeited . .ottt e e e e e i e (20,288) (13,391)
Unvested balance, December 31,2000 . ... ...ttt it ittt it — % —  $ —_

As of December 31, 2009, there were no unvested restricted shares or cash units. The total value of restricted shares
vested and cash performance units paid was $0.8 million for 2009. There were no restricted shares that vested or cash units
paid for 2011 or 2010.

In 2006, the Organization & Compensation Committee of the Board of Directors approved a revised form of long-term
incentive award agreement to be used in connection with future grants of performance-based stock awards (“Performance
Shares”) to designated senior officers. Under the new agreement, Performance Share grants represent the maximum
number of shares issuable to the designated senior officers and are generally granted two years before the beginning of the
performance period. The actual number of shares issued at the end of the performance period is based on satisfaction of
employment and Company financial performance conditions, with a portion of the shares withheld to cover required tax
withholding. The new agreement replaced the restricted shares and cash performance unit arrangement previously used.
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The following table sets forth a summary of the activity of Performance Shares outstanding:

Weighted-
Average Grant
Performance Date Fair
Shares Value
Unvested balance, January 1,2009 .. ... .. ittt e 145,722 § 4795
[0 1 31 7o 109,884
Y =717=1 o (21,082)
Forfeited ... ..o e e e e e M
Unvested balance, December 31, 2000 . . ... .ttt i e e e e 114,089 38.97
Granted ..ottt e e 64,790
=Y« P (8,027)
Forfeited . . ..ot et e e e e _(43,194)
Unvested balance, December 31, 2010 . . ... ... ... .. . i i e 127,658 34.99
Granted .ottt it it e e e e e 116,978
517 A (6,504)
FOrfeited . . . oot e e e e (47,164)
Unvested balance, December 31, 2011 .. ... . . . it it e e 190,968 44.05

The Company issued 4,906, 10,276, and 3,221 shares of StanCorp common stock for 2011, 2010 and 2009, respectively, to
redeem Performance Shares that vested following the 2010, 2009 and 2008 performance periods, net of Performance
Shares withheld to cover the required taxes.

The fair value of the Performance Shares is determined based on the closing market price of StanCorp common stock on
the grant date.

The compensation cost that the Company will ultimately recognize as a result of these stock awards is dependent on the
Company’s financial performance. Assuming that the maximum performance is achieved for each performance goal, $8.4
million in additional compensation cost would be recognized through 2013. The target or expected payout is 70% of the
maximum Performance Shares for the 2012 performance period and 50% of the maximum Performance Shares for the
2013 performance period. A target payout for these periods would result in approximately $4.8 million of additional
compensation cost through 2013. This cost is expected to be recognized over a weighted-average period of 1.6 years.

Director Stock Grants

Each director who is not an employee of the Company receives annual compensation of StanCorp common stock with a
fair value equal to $50,000 based on the closing market price of StanCorp common stock on the day of the annual
shareholders meeting, in addition to annual stock option grants.

The Company issued 10,399, 14,823, and 10,339 shares of StanCorp common stock for 2011, 2010 and 2009, respectively,
related to the annual Director stock grant. The weighted-average fair value per share for the shares issued was $43.00,
$44.81, and $28.19 for the same periods, respectively.

Employee share purchase plan

The Company’s ESPP allows eligible employees to purchase StanCorp common stock at a 15% discount of the lesser of
the closing market price of StanCorp common stock on either the commencement date or the final date of each six-month
offering period. Under the terms of the plan, each eligible employee may elect to have up to 10% of the employee’s gross
total cash compensation for the period withheld to purchase StanCorp common stock. No employee may purchase
StanCorp common stock having a fair market value in excess of $25,000 in any calendar year.
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The compensation cost for the ESPP is measured as the sum of the value of the 15% discount and the value of the
embedded six-month option. The value of the discount is equal to 15% of the fair market value of the purchase price of the
common stock. The value of the embedded option is calculated using the Black-Scholes option pricing model and the
assumptions noted in the following table. Expected stock price volatility was based on the volatility of the price of StanCorp
common stock during the six months preceding the offering period. The risk-free rate was based on the six-month U.S.
Treasury yield curve in effect at the time of the grant.

The following table sets forth the assumptions used to determine the fair value of the ESPP embedded option:

Years ended

December 31,
2011 2010 2009
Dividendyield ...... ... ... . .. 1.85-2.11% 1.81-1.93% 1.81-2.70%
Expected stock price volatility . . ......... ... ... .. ... .. .. 22.03-25.63 28.68-33.93 86.97-98.08
Risk-free interestrate ................ouiiiiiiiiiiiii i, 0.10-0.18 0.15-0.17 0.28-0.31
Expectedoptionlives ............ ... ... . . i 0.5 years 0.5 years 0.5 years

The following table sets forth the fair value per share, compensation cost and related income tax benefit under the
Company’s ESPP:

Years ended

December 31,
(In millions except per share data) 2011 2010 2009
Weighted-average fair value per share for the Company’s ESPP offerings .. ............. $ 946 $ 992 $ 1282
ComPpensation COSt ... ... ...ttt 1.2 1.3 29
Related income tax benefit .......... .. .. .. .. 0.4 0.5 1.0

4. RETIREMENT BENEFITS
Pension Benefits

The Company has two non-contributory defined benefit pension plans: the employee pension plan and the agent
pension plan. The employee pension plan is for all eligible employees of the Company, and the agent pension plan is for
former field employees and agents. The defined benefit pension plans provide benefits based on years of service and final
average pay. Both plans are sponsored by Standard and administered by Standard Retirement Services and are closed to
new participants. Participation in the defined benefit pension plans is generally limited to eligible employees whose date of
employment began before 2003.

Under the employee pension plan, a participant is entitled to a normal retirement benefit once the participant reaches
age 65. A participant can also receive a normal, unreduced retirement benefit once the sum of his or her age plus years of
service is at least 90.

The Company recognizes the funded status of the pension plans as an asset or liability on the balance sheet. The funded
status is measured as the difference between the fair value of the plan assets and the projected benefit obligation as of the
year-end balance sheet date.
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The following table sets forth a reconciliation of the changes in the pension plans’ projected benefit obligations, fair
value of plan assets and the funded status:

Years ended
December 31,

(In millions) 2011 2010 2009
Change in benefit obligation:
Projected benefit obligation at beginning of theyear ........................ $ 323.7) $ (295.1) $§ (270.3)
SEIVICE COSt ..o e e e (9.2) (8.9) (8.9)
INEEIESE COSL . o vttt et e ettt e e et e e e e e e et e e (17.5) (16.6) (15.7)
Actuarial 1oss . ... ..ot (29.0) 9.9) (6.4)
Benefits Paid ......... ... 7.8 6.8 6.2
Prbjected benefit obligationatend of theyear ............................ (371.6) (323.7) (295.1)
Change in fair value of plan assets:
Fair value of plan assets at beginning of theyear ............................ 292.6 264.6 229.3
Actual return on plan assets ... e 7.0 28.9 41.5
Employer contributions .......... ... ... e 58.0 6.0 —
Benefits paid and estimated expenses ............ ... i iiiiii i (7.9) (6.9) (6.2)
Fair value of plan assetsatend of theyear ................................ 349.7 292.6 264.6
Funded statusatend of theyear ............... ... ... iiiiiiiinnn... $ (219 $ (31.1) $ (30.5)

The following table sets forth the projected and accumulated benefit obligations and the fair value of the plan assets for
the pension plans:

Years ended
December 31,

(In millions) 2011 2010 2009

Projected benefit obligation ............ ... . i $ 3716 $ 3237 $ 2951
Accumulated benefit obligation ............ ... ... i 337.5 280.9 252.2
Fairvalue of planassets .......... ... . i i i 349.7 292.6 264.6

The Company recognizes as a component of accumulated other comprehensive income, net of tax, the actuarial gains or
losses, prior service costs or credits, and transition assets that have not yet been recognized as components of net periodic
benefit cost.

The following table sets forth the amounts recognized in accumulated other comprehensive income:

Years ended

December 31,
(In millions) 2011 2010 2009
NEt 0SS . ittt e $ 701 $ 441 $ 462
Prior SEIVICE COSt . ... 3.1 35 4.0
Total recognized in accumulated other comprehensive income ................. $ 732 $ 476 $ 502

The estimated net loss and prior service cost for the pension plans that will be amortized from accumulated other
comprehensive income into net periodic benefit cost in 2012 are $8.5 million and $0.6 million, respectively.
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The following table sets forth the components of net periodic benefit cost, other changes in plan assets and benefit
obligations recognized in other comprehensive (income) loss, and assumptions used in the measurement of the net
periodic benefit cost and the benefit obligations:

Years ended
December 31,

(Dollars in millions) 2011 2010 2009
Components of net periodic benefit cost:
S ETVICE COSE - vttt et et e ettt et ettt ettt et et e e $ 93 $ 90 $ 90
IO tETESE COSE - v vt vttt ettt et e e e e e e e ettt ee e e e et 17.5 16.6 15.7
Expected return on plan assets .. .........oi ittt e (22.1) (20.0) (17.3)
Amortization of Prior SeIVICE COSL . .. .. v ittt ittt it ettt 0.6 0.6 0.6
Amortization of netactuarial Ioss .. ... ... i i i i i e 4.0 4.3 6.9
Net periodic benefitcost ...... ... . . e 9.3 10.5 14.9
Other changes in plan assets and benefit obligation recognized in other comprehensive income:
Netloss (GAIN) ... i i e e 44.1 1.0 (17.9)
Amortization of Prior SEIviCE COSL . . ..o vttt e, (0.6) (0.6) (0.6)
Amortization of netactuarial loss . ......... ittt i i e e (4.0) (4.3) (6.9)
Total recognized in other comprehensive income ................ ... ... ... 39.5 (3.9) (25.4)

Total recognized in net periodic benefit cost and other
comprehensive iNCOME . ... .....iiitiinini it iiiiae s $ 488 $ 66 $(10.5)

Weighted-average assumptions:
Assumptions used for net periodic benefit cost:

DESCOUNETALE . o oottt ettt ettt ettt et ettt tan e iien e inneas 5.50% 5.75% 6.00%

Expected return on plan @ssets ... ..ouvvvrunttiit et it e 7.68 7.66 7.65

Rate of compensation inCrease .......... ..ot iiiinneennnnn, 4.50 4.50 4.50
Assumptions used to determine benefit obligations:

DESCOUNE TALE « .« o ettt ettt ettt e ettt ee e et aee e et ettt iae e 4.50% 550%  5.75%

Rate of compensationincrease .............cciiiiiiirnr it eriiianerennaans 3.25 4.50 4.50

The long-run rate of return for the employee pension plan portfolio is derived by calculating the average return for the
portfolio monthly, from 1971 to the present, using the average mutual fund manager returns in each asset category,
weighted by the target allocation to each category.

The Company made contributions of $58.0 million and $6.0 million to the employee pension in 2011 and 2010,
respectively. The Company did not make a contribution in 2009. The Company is not obligated to make any contributions
to its pension plans for 2012. In addition, no plan assets are expected to be returned to the Company in 2012.

The following table sets forth the expected benefit payments for the Company’s pension plans:

(In millions) Amount
P2 1 PP $ 93
{1 5 10.4
122 13 1 PPN 11.3
b2 1) < PP 12.5
022 03 1 PP 13.7
020 ) 513 87.7

The investment goal of the employee pension plan is to produce long-run portfolio returns that are consistent with
reasonable contribution rates and a well-funded plan. To manage the overall risk of the portfolio, the portfolio is reviewed
quarterly and rebalanced as necessary to keep the allocation of debt and equity securities within target allocation tolerance
levels. The equity securities include pooled separate account funds comprised of large cap growth, large cap blend, large
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cap value, mid cap blend and foreign mutual funds and are diversified across investment strategies. The employee pension
plan held no StanCorp equity securities as plan assets at December 31, 2011 and 2010. The plan invests in a stable asset
fund comprised of debt securities represented by a Deposit Administration Contract with Standard. Standard maintains the
contributions in an unallocated fund, whose assets are invested with other assets in the general account of Standard. The
account is credited with earnings on the underlying investments and charged for plan withdrawals and administrative
expenses charged by Standard Retirement Services. The stable asset fund contract may subject the plan to concentrations
of risk as its contract value is dependent on the ability of Standard to honor its contractual commitments. There are no
reserves against the contract value for credit risk of Standard or otherwise.

The investment goal of the agent pension plan is to invest in stable value assets in order to maintain its funded status.

The following table sets forth the Company’s target and actual weighted-average asset allocations for the pension plans:

December 31,

2011 2011 2010
(In millions) Target Actual Actual
Asset Category:
EqUity SECUIItIES . . .. ...t e 50.0% 45.8% 49.9%
Debt SECUNIIES . . ..o\ \ v e 50.0 54.2 50.1
Total .o e 100.0% 100.0% 100.0%

Pension plan assets are recorded at fair value and are disclosed below using a three-level hierarchy. See “Note 9—Fair
Value” for additional fair value information. The fair values of pooled separate accounts are valued daily based upon
quoted market prices in an active market and are classified as Level 1 assets. Pooled separate accounts are recorded at fair
value on a recurring basis. The fair value of the stable asset fund is included in the financial statements at the Deposit
Administration Contract value. The contract value approximates fair value, as the contract crediting rate resets annually,
and the contracts are fully benefit-responsive and are classified as a Level 2 asset. Contract value represents contributions
made under the contracts, plus earnings, less withdrawals and administrative expenses.

The following tables set forth the estimated fair values of assets and liabilities measured and recorded at fair value on a
recurring basis:

December 31,

2011
(In millions) Total Level 1 Level 2 Level 3
Assets:
Equity securities:
Pooled separate account funds:
Large capgrowth . ... ... e $ 330 $ 33.0 $ —_ % —
Largecapblend ....... ... .. . 49.4 49.4 — —
Largecapvalue ........... ... .. i 16.4 16.4 — —
Midcapblend ....... ... 46.4 46.4 — —
Foreign ... ... . . . . 14.8 14.8 — —
Total pooled separate accountfunds . ........................ 160.0 160.0 — —
Debt securities:
Stableassetfund ........... ... . o 189.7 — 189.7 —
Total ... .. .. $ 3497 § 1600 $ 1897 § —
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December 31,

2010
(In millions) Total Level 1 Level 2 Level 3
Assets:
Equity securities:
Pooled separate account funds:
Large cap growth . ..ot i e $ 202 $ 2.2 % —_ % —
Largecapblend ......... ... ... ... i 42.7 42.7 — —_
Largecapvalue ...... ...t 13.6 13.6 - —
Midcapblend...... ... ... ... ... 46.5 46.5 — —
Foreign ...... .. 13.9 13.9 — —
Total pooled separate accountfunds . .................... ... ..., 145.9 145.9 — —
Debt securities:
Stableassetfund ....... ... .. .. . L 146.7 — 146.7 —
Total ..o $ 2926 $ 1459 $ 1467 § —

There were no transfers into or out of Level 3 for 2011. The following table sets forth the reconciliation for all assets and
liabilities measured at fair value on a recurring basis using significant unobservable Level 3 inputs for December 31, 2010:

Year ended
December 31,
2010
Total Realized/Unrealized
Gains (Losses)
Beginning
Asset Purchases, Ending Asset
(Liability) Included in Sales, (Liability)
Balance as of Other Issuances Transfer Balance as of
December 31, Included in Comprehensive and into  Transfer out  December 31,
(In millions) 2009 Net Income Income (Loss) Settlements Level 3 of Level 3 2010
Assets:
Debt securities
Stableassetfund ................. $ 126 $ — $ —_— $ — % — $ (129.6) $—

As a result of inputs used during the current period to estimate the fair value of stable asset fund, Plan management has
categorized the stable asset fund as having Level 2 inputs at December 31, 2010. The valuation methods may produce fair
value calculations that may not be indicative of net realizable values or reflective of future fair values. See “Note 9—Fair
Value” for further disclosure on valuation methods. Furthermore, although the Plan believes its valuation methods are
appropriate and consistent with other market participants, the use of different methodologies or assumptions to determine
the fair value of certain financial instruments could result in a different fair value measurement at the reporting date.

Deferred Compensation Pians

Eligible employees are covered by a qualified deferred compensation plan sponsored by Standard under which a portion
of the employee contribution is matched. Employees not eligible for the employee pension plan are eligible for an
additional non-elective employer contribution. Contributions to the plan for 2011, 2010 and 2009 were $10.3 million, $10.0
million and $10.5 million, respectively.

Eligible executive officers, directors, agents and group producers may participate in one of several non-qualified
deferred compensation plans under which a portion of the deferred compensation for participating executive officers,
agents and group producers is matched. The liability for the plans was $10.7 million and $10.5 million at December 31,

2011 and 2010, respectively.

Postretirement Benefits Other Than Pensions
Standard sponsors and administers a postretirement benefit plan that includes medical, prescription drug benefits and
group term life insurance. The group term life insurance benefit was curtailed as of December 31, 2011. Eligible retirees
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are required to contribute specified amounts for medical and prescription drug benefits that are determined periodically
and are based on retirees’ length of service and age at retirement. Participation in the postretirement benefit plan is
limited to employees who had reached the age of 40, or whose combined age and length of service was equal to or greater
than 45 years as of January 1, 2006. This plan is closed to new participants.

The Company recognizes the funded status of the postretirement benefit plan as an asset or liability on the balance
sheet. The funded status is measured as the difference between the fair value of the plan assets and the accumulated
benefit obligation.

The following table sets forth a reconciliation of the changes in the postretirement benefit plan’s accumulated benefit
obligation, fair value of plan assets and the funded status:

Years ended
December 31,
(In millions) 2011 2010 2009
Change in postretirement benefit obligation:
Accumulated postretirement benefit obligation at beginning of theyear ............. $ (405) § (339) $ (25.0)
SEIVICE COSt ..ttt it et e (1.5) (1.6) (1.3)
INterest COSt . ...ttt e e 2.1) (2.1) (1.8)
Plan amendments . . ... ... .. . i e 8.0 — —_
Actuarial 10ss . . ... o e (5.4) (3.5) (6.3)
Benefits Paid ... ... e 0.5 0.6 0.5
Accumulated postretirement benefit obligation at end of theyear ................. (41.0) (40.5) (33.9)
Change in fair value of postretirement plan assets:
Fair value of plan assets at beginning of theyear .................................. 18.2 18.1 17.0 \
Actual return on plan a@ssets ... ...ttt e 2.7 0.2 1.4 |
Employer contributions . . ....... ... . i e 0.3 0.5 0.2 |
Benefits paid and estimated eXpenses .......... ...t (0.5) (0.6) (0.5)
Fair value of plan assetsatend of theyear ................... .. ... ... ....... 20.7 18.2 18.1
Funded statusatend of theyear................ ... ... iiiiiiiin .. $ (203) $ (223) $ (15.8)

The gains and losses, and prior service costs or credits excluded from the projected benefit obligation are recognized as a
component of accumulated other comprehensive income, net of tax.
The following table sets forth the amounts recognized in accumulated other comprehensive income:

December 31,
(In millions) 2011 2010 2009
Nt LO8S .« o vttt $ 22 $ 45 $ 5.0
Priorservice credit .. ... e (1.0) 0.7) (0.9)
Total recognized in accumulated other comprehensive income .................... $ 1.2 $ 38 $ 4.1

The estimated prior service cost for the postretirement benefit plan that will be amortized from accumulated other
comprehensive income into net periodic benefit cost in 2012 is $0.4 million. The projected discounted cash flow obligation
for the postretirement benefit plan was $48.5 million and $50.1 million at December 31, 2011 and 2010, respectively.
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The following table sets forth the assumed health care cost trend rates for next year:

Years ended
December 31,
2011 2010
Y £ T Y AP 750% 7.80%
e oo 3 T3 T 8.10 8.70
HMO (Blended) .. ..vinitt it ittt ittt ettt ettt e e e e et 6.80 8.60
Rate to which the cost trend is assumed to decline (the ultimate trend rate)* ......................... 4.50 4.50

* Year that the rate reaches the ultimate trend is 2027.
Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A
one-percentage-point change in assumed health care cost trend rates would have the following effects:

1% Point 1% Point
Increase  Decrease

(In millions)
Effect on total of service and INLETESE COSE « . . v v vttt vttt ettt ettt e tie et iaeeneeennns $ 05 $ (04
Effect on postretirement benefitobligation .............. ... ... i 7.1 (5.6)

The following table sets forth the components of net periodic benefit cost, other changes in plan assets and benefit
obligations recognized in other comprehensive income, and assumptions used in the measurement of the postretirement
net periodic benefit cost and the postretirement benefit obligations:

Years ended
December 31,

2011 2010 2009

(Dollars in millions)

Components of net periodic benefit cost:

SETVICE COSE .+ v vttt ettt ettt et ettt e et ettt et e e e e $ 15 ¢ 16 $ 13
oLy ¢ A o . AP 2.1 2.1 1.8
Expected return on planassets ........... ... .. i (0.8) (0.9) (1.2)
Amortization of Prior SeIViCe COSt . .. ... vttt it i (0.3) (0.3) (0.3)
Amortization of netactuarial Ioss . ........ ... . i i i 0.1 0.2 —
Curtailment 108s . ... ...t e 0.7 — —
Net periodic benefitcost ............... . . 3.3 2.7 1.6
Other changes in plan assets and benefit obligation recognized in other comprehensive income:
N L IOSS < v ettt et ettt ettt e e e e e e e e 6.1 39 44
Amortization of Prior SEIVICE COSt . . ...ttt iii ittt ittt it it 0.2 0.3 0.3
Amortization of netactuarial loss . ......... ... . . i i e 0.1) (0.2) —
Total recognized in other comprehensiveincome ....................oi..... 6.2 4.0 4.7

Total recognized in net periodic benefit cost and other comprehensive income ... $ 95 $ 67 § 63

Weighted-average assumptions:

Assumptions used for net periodic benefit cost:
550% 5.75% 6.00%

T T 1 o <

Expected return on plan assets ... .........eiie it 4.50 4.75 5.00

Rate of compensation increase graded byage .......... ... ... ..l 5.00 5.00 4.50
Assumptions used to determine benefit obligations:

DESCOUIE TALE . .« v e e et e et e et et et e ettt e et et i i aeanns 450% 5.50% 5.75%

Rate of compensation increase graded byage .......... ... ... ...l n/a¥ 5.00 5.00

* Assumption for rate of compensation increase was not applicable in determining benefit obligations for 2011 due to curtailment of group term life insurance
benefit as of December 31, 2011.
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The Company contributed $0.3 million and $0.5 million to fund the postretirement benefit plan in 2011 and 2010,
respectively. The Company expects to make contributions of $0.5 million to its postretirement benefit plan in 2012. No
plan assets are expected to be returned to the Company in 2012.

The following table sets forth the expected benefit payments for the Company’s postretirement benefit plan:

(In millions) Amount
b2 0 O $ 11
b2 1 J 1.2
2004 o e e e e e e e e e 1.3
17U L O 1.4
b2 1 G A 1.6
B2 1) U 1 OO 9.6

The investment goal of the postretirement plan is to produce a steady return on plan assets to maintain its funded status.
To achieve this goal, the Company’s postretirement benefit plan assets are comprised primarily of municipal bonds and
cash and cash equivalents.

The following table sets forth the Company’s target and actual weighted-average asset allocations for the postretirement
medical plan:

Years ended December 31,

2011 2011 2010
(In millions) Target Actual Actual
Asset category:
DEDESECUTTHES . . . o .ottt ettt et et e ettt et e e e 95.0% 98.1% 94.0%
Cashand cashequivalents ............... ... i 5.0 1.9 6.0
Total . e 100.0% 100.0% 100.0%

Postretirement benefit plan assets are recorded at fair value and are disclosed below using a three-level hierarchy. See
“Note 9—Fair Value” for additional fair value information. As there was not an active market for the Company’s municipal
bond holdings at December 31, 2011, the municipal bonds were valued using Level 2 measurements.

The following tables set forth the estimated fair values of assets and liabilities measured and recorded at fair value on a
recurring basis:

December 31,
2011
(In millions) Total Level 1 Level 2 Level 3
Assets:
Debt securities:
Municipal BOndS . . ... .utt e e $ 208 $ — §$ 203 $—
Cashandcashequivalents .............. .. ... . . i il 04 04 — —
Total .. e e $ 207 $04 $ 203 § —
December 31,
2010
(In millions) Total Levell Level2 Level3
Assets:
Debt securities:
Municipalbonds ........... .. . $ 171 $§ — $171 § —
Cashand cashequivalents .............. . i 1.1 1.1 — —
5 1o ) O $ 182 $11 $171 $ —
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Non-Qualified Supplemental Retirement Plan

Eligible executive officers are covered by a non-qualified supplemental retirement plan (“non-qualified plan”). Under
the non-qualified plan, a participant is entitled to a normal retirement benefit once the participant reaches age 65b. A
participant can also receive a normal, unreduced retirement benefit once the sum of his or her age plus years of service is
at Jeast 90. The Company recognizes the unfunded status of the non-qualified plan in other liabilities on the balance sheet.
The unfunded status was $28.5 million and $26.7 million at December 31, 2011 and 2010, respectively. Expenses were $2.5
million $2.8 million and $2.1 million for 2011, 2010 and 2009, respectively. At December 31, 2011 the net loss and prior
service cost, net of tax, excluded from the net periodic benefit cost and reported as a component of accumulated other
comprehensive income were $5.7 million.

5. SEGMENTS

StanCorp operates through two reportable segments: Insurance Services and Asset Management, as well as an Other
category. Subsidiaries, or operating segments, have been aggregated to form the Company’s reportable segments.
Resources are allocated and performance is evaluated at the segment level. The Insurance Services segment offers group
and individual disability insurance, group life and AD&D insurance, group dental and group vision insurance, and absence
management services. The Asset Management segment offers full-service 401(k) plans, 403(b) plans, 457 plans, defined
benefit plans, money purchase pension plans, profit sharing plans and non-qualified deferred compensation products and
services. This segment also offers investment advisory and management services, financial planning services, commercial
mortgage loan origination and servicing, individual fixed-rate annuity products, group annuity contracts and retirement
plan trust products. The Other category includes return on capital not allocated to the product segments, holding
company expenses, operations of certain unallocated subsidiaries, interest on debt, unallocated expenses, net capital gains
and losses related to the impairment or the disposition of the Company’s invested assets and adjustments made in
consolidation. The accounting policies of the segments are the same as those described in the summary of significant
accounting policies. See “Note 1—Summary of Significant Accounting Policies.”

Intersegment revenues are comprised of administrative fee revenues charged by the Asset Management segment to
manage the fixed maturity securities—available-for-sale (“fixed maturity securities”) and commercial mortgage loan
portfolios for the Company’s insurance subsidiaries.

The following table sets forth intersegment revenues:

Years ended
December 31,

(In millions) 2011 2010 2009

Intersegment administrative fee revenues . . . ...... ... .o i i i $ 167 $§ 148 $ 139
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The following table sets forth premiums, administrative fee revenues and net investment income by major product line

or category within each of the Company’s segments:

Years ended
December 31,

(In millions) 2011 2010 2009
Premiums:
Insurance Services:
Grouplifeand AD&D ......... ... i e $ 8926 $ 8357 $ 819.6
Group long termdisability . . ... ... ... 803.3 799.9 825.6
Group short termdisability ............ ... .. . 208.0 203.7 205.7
Group Other . . ... e i 81.6 81.5 79.5
Experienceratedrefunds ........... ... .. ... i i (12.5) (27.9) (40.2)
Total group INSUTANCE . ... .ottt ittt 1,973.0 1,8929  1,890.2
Individual disability insurance . ............ ... oo 172.3 163.3 177.0
Total Insurance Services premiums . .........ooiiiiiiirieieneeenn e, 2,145.3 2,056.2 2,067.2
Asset Management:
Retirement plans . . ... ... .. it 2.0 1.6 0.7
Individual annuities ... ........ ittt it i et e 6.0 39.9 34.0
Total Asset Management premiums .. ......ounneeenneturneeneenneeennns 8.0 41.5 34.7
TOtal Premiums . . . . c.vtt ittt ittt et e $2,153.3 $2,097.7 $2101.9
Administrative fees:
Insurance Services:
Group iNSUTANCE . . ..ottt ettt ettt ettt e e $ 120 $ 93 § 8.0
Individual disability insurance . ......... ... .. . 0.3 0.3 0.3
Total Insurance Services administrativefees ............. ... .. 12.3 9.6 8.3
Asset Management:
Retirementplans . .......... . . 90.0 92.5 88.5
Other financial services businesses . ... ... ... ttiiree it inieneanannnennn 29.9 29.0 25.6
Total Asset Management administrativefees ................... ... ... ..., 119.9 121.5 114.1
L@ 14 4 Y= O (16.7) (14.6) (13.9)
Total administrative fEes . ... .ottt it it it et i e $ 11565 $ 1165 $ 1085
Net investment income:
Insurance Services:
Group INSULAIICE . ...t o ittt e ittt it i i $ 2886 $ 2863 $ 285.6
Individual disability insurance . .. ....... ... it i 52.7 52.6 49.5
Total Insurance Services net INVEStMENTINCOME .. ..o vt rnvetneeenneennens 341.3 338.9 335.1
Asset Management:
Retirement plans . .. ... ... i e 90.4 87.4 85.8
Individual annuities ... ... ..ttt it e e e e e 161.0 151.0 133.9
Other financial services businesses . .. ........titiiiit ittt iee e 11.3 12.6 14.3
Total Asset Management net investmentincome .................. ... ... 262.7 251.0 234.0
L@ 19 1 Y= 8.8 12.6 17.4
Total net iNvestmentiNCOME . . .. ..ottt et ie e inieaannns $ 6128 $ 6025 $ 586.5
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The following tables set forth select segment information:

Insurance Asset
(In millions) Services Management Other Total
Year ended December 31, 2011
Revenues:
Premiums ... ... ... e e $ 21453 $ 8.0 §% — % 2,153.3
Administrative fees . .. ... i e e 12.3 1199 (16.7) 115.5
Net investment inCome . .............iuuiriinenanenanennn... 341.3 262.7 8.8 612.8
Netcapital losses .. ........oviiiiiiii i, — — (6.9) (6.9)
Total revenues ............ciiiiiiin i 2,498.9 390.6 (14.8) 2,874.7
Benefits and expenses:
Benefits to policyholders ......... ... . . i i 1,750.9 20.3 — 1,771.2
Interestcredited ......... ... .. .. i 4.6 156.4 — 161.0
Operating €Xpenses .. ...........uuuiieiiiiiineieenineeians 338.7 115.2 17.3 471.2
Commissionsand bonuses . .. .......... .. ... .. . . ... 185.1 33.6 — 218.7
Premium taXes .. ...vtn ittt it e 36.6 0.1 — 36.7
INtErest EXPenSe .. ..vvuiiine ittt — — 38.9 38.9
Net (increase) decrease in deferred acquisition costs, value of
business acquired and other intangible assets . ................ (20.5) 2.4 — (18.1)
Total benefits and eXpenses . .............coeeeiiiiinne... 2,295.4 328.0 56.2 2,679.6
Income (loss) before income taxes ...............cooeuueeinon... $ 2035 $ 626 $ (71.0) $ 195.1
Total @SSEtS ..o\ttt e e e $ 82285 $ 99208 § 2755 $ 18,4338
Insurance Asset
{In millions) Services Management Other Total
Year ended December 31, 2010
Revenues:
Premiums . ... .. e $ 20562 % 415 % — % 2,097.7
Administrative fees . ....... .. i e 9.6 121.5 (14.6) 116.5
Net investment inCOME . .. ... c.iutin et enneneenenninnnnn 338.9 251.0 12.6 602.5
Netcapital losses .. ... i —_ — (51.6) (51.6)
Total revenues ...........iriiiin i e s 2,404.7 414.0 (53.6) 2,765.1
Benefits and expenses:
Benefits to policyholders ................ . ... . il 1,566.4 53.4 — 1,619.8
Interestcredited . ....... ... it e e 4.8 153.6 —_ 158.4
Operating eXpenses . ........ouiuiiini et 331.8 119.0 (4.6) 446.2
Commissions and bONUSES . .. . ... ovviiin it 175.7 30.4 — 206.1
Premium taxes . .........iiiuiin i e e 345 0.2 — 347
Interest eXpense ........ ... ... it —_ 0.1 38.8 38.9
Net (increase) decrease in deferred acquisition costs, value of
business acquired and other intangible assets . ................ (22.3) 0.5 — (21.8)
Total benefits and expenses ..............cooiiiiiin.... 2,090.9 357.2 34.2 2,482.3
Income (loss) before income taxes .............. .., $ 3138 §$ 56.8 $ (878) $ 282.8
Total @SSES . oottt i e e e e s $ 77368 $ 98137 § 2928 $ 17,843.3
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Insurance Asset
(In millions) Services Management Other Total
Year ended December 31, 2009
Revenues:
PremuUITS .. v vttt ettt ettt e e e e e e e e e et e e e $ 20672 $ 347 $ — $ 21019
Administrative fees . . ... ... i e 8.3 114.1 (13.9) 108.5
Net Investment INCOME . .t vte et e ettt eaineanans 335.1 234.0 17.4 586.5
Netcapitallosses . ........... ... .. i i, — — (26.9) (26.9)
Total TEVENUES . ... oottt ittt it ie e eeenns 2,410.6 382.8 (28.4) 2,770.0
Benefits and expenses:
Benefits to policyholders ............... ... .o i 1,530.3 45.4 — 1,575.7
Interestcredited ......... ... . i 4.7 140.9 — 145.6
Operating €Xpenses . ............oiuiueeiieneiiiiirneneenee.. 333.9 126.9 15.4 476.2
Commissions and bonuses . . ...ttt 169.8 32.2 — 202.0
Premium tAXeS ... ...ttt ittt it ittt en e 34.2 — — 34.2
INterest eXpense ...... ...ttt e — 0.1 39.1 39.2
Net increase in deferred acquisition costs, value of business
acquired and other intangible assets ........................ (18.6) — — (18.6)
Total benefits and eXpenses ............veieiiiiiianin.n. 2,054.3 345.5 54.5 2,454.3
Income (loss) before iNCOME taXes ...........v.ovvivnrennnnann. $ 356.3 § 373 $ (779 % 315.7
Total ASSEES .. v vttt ittt e $ 75876 $ 87217 $ 2602 $ 16,5695

6. PARENT HOLDING COMPANY CONDENSED FINANCIAL INFORMATION
Set forth below are the unconsolidated condensed financial statements of StanCorp. The significant accounting policies
used in preparing StanCorp’s financial statements are substantially the same as those used in the preparation of the
consolidated financial statements of the Company except that StanCorp’s subsidiaries are carried under the equity method.
The following table sets forth StanCorp’s condensed statements of income:

Years ended December 31,

(In millions) 2011 2010 2009
Revenues:
AdminIStrative fees . .. ottt i e e $ —  $ 0.1 %
Net investment iCOIMIE . . . ... vttt ittt et et ettt et e e — 0.2 0.1
Netcapital 10s5€s .. ... ... e (0.3) (0.7) —
Total FEVENUES . ...ttt i it i i e e (0.3) (0.4) 0.1
Expenses:
INterest EXPemSe . ... ..ot e e 38.8 38.8 38.8
Operating EXPEINSES . ..ottt it 11.2 5.1 5.1
Total EXPENSes . ... .o e e 50.0 43.9 43.9
Loss before income taxes and equity in net income of subsidiaries ................... (50.83) (44.3) (43.8)
Income tax benefit ... ... e et (10.8) (23.7) (11.5)
Equity in net income of subsidiaries .............. ... .. ... i 178.8 209.6 241.2
NEUIDCOIMIE & o vttt ittt ettt et e et e e e e e e e e e e e e e $ 1393 $ 1890 § 2089
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The following table sets forth StanCorp’s condensed balance sheets:

December 31,

(In millions) 2011 2010
ASSETS
Cash and cash equivalents ............. . . i $ 345 § 441
Investment in subsidiaries . .. ......... ..t 2,462.9 2,357.2
Receivable from subsidiaries . ... ......... ittt e 4.3 16.8
L 11 1T g T T T ©65.3 51.0
TOtAl @SSELS . . vt e ettt e $ 25670 $ 2,469.1
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities:
Payable to subsidiaries .. .........o.iii it e $ — 3% 0.4
Short-term debt . ... .ot e e 250.0 —
Long-termdebt .. ... ... . e 300.0 550.0
Other Habilities . ... ..ot e e e 6.5 6.6
Total HabilIEs . ... ov ittt e e e et e e e e e e e e e 556.5 557.0
Shareholders’ equity:
Total shareholders” €qUIty . . ... ...ttt e e 2,010.5 1,912.1
Total liabilities and shareholders’ equity . ........... ... ... ... $ 25670 $ 2,469.1

The following table sets forth StanCorp’s condensed statements of cash flows:

Years ended December 31,

(In millions) 2011 2010 2009
Operating:
NetinCOme . ... it e 139.3 $§ 189.0 $ 2089
Adjustments to reconcile net income to net cash provided by operating activities:
Equity in net income of subsidiaries . .. ........ ... . L L (178.8) (209.6) (241.2)
Dividends received from subsidiaries ........... ... oo i 94.3 244.0 170.0
Changes in operating assets and liabilities .................................... (24.5) (16.6) 2.1
Net cash provided by operating activities .............. ... ... ... o ou... 30.3 206.8 139.8
Investing:
Capital contributions to sUbSIAIATIES .. ... .cutuitiiiiut ittt 9.0) (90.0) (35.9)
Return of capital from subsidiaries . . ........... ... 76.1 12.7 1.8
Receivables from subsidiaries, et . ...........ivuiitenn it in it 13.3 13.9 (15.7)
Investment securitiesand other ... ... ... ittt i e 0.3 0.6 (0.7)
Net cash provided by (used in) investing activities . ........................... 80.7 (62.8) (50.5)
Financing;:
Issuance and repurchase of common stock, net .......... ..., (81.3) (67.4) (51.0)
Dividends paid on common stoCK . ...... ...ttt . (39.3) (39.6) (88.9)
Net cash used in financing activities . . .. .......... .. iiuitennnnenennnnnn. (120.6) (107.0) (89.9)
(Decrease) increase in cash and cash equivalents .............. ..., (9.6) 37.0 (0.6)
Cash and cash equivalents, beginning of period ............. ... . ... ... ol 44.1 7.1 7.7
Cash and cash equivalents, end of period ............. ... i i il 345 $ 441 $ 7.1
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7. INCOME TAXES
The following table sets forth the provision for income taxes:

Years ended December 31,
(In millions) 2011 2010 2009
@003 & =+ S P $ 405 $ 1157 $ 1236
Deferred ... . e e e e e e e e et 15.3 (21.9) (16.8)
Total income tax ProvisiOn .. ........uuiitt it $ 558 % 938 $ 106.8

The following table sets forth the reconciliation between taxes calculated as if the federal corporate tax rate of 35% was
applied to income before income taxes and the recorded income tax provision:

Years ended December 31,

(In millions) 2011 2010 2009
Tax at federal corporaterate of 35% . ....... ..o $ 683 $§ 99.0 $ 1105
(Decrease) increase in rate resulting from:
Tax eXempPLinterest .. ... ...ttt iiiiiiiia et 0.1) (0.2) (0.3)
Dividends received deduction . . . ... ...ttt e e e (3.1) (3.1) (3.2)
State income taxes, netof federalbenefit . ....... ... v 0.1) 0.1) 1.0
Federal tax credits ... ... ... it ittt it ettt e e (8.6) (3.3) (3.1)
1@ 15 + <3 oGO PP (0.6) 1.5 1.9
Total inCOME tAX PrOVISION .. ..ottt ittt et e et ettt it ae e $ 558 $§ 938 $§ 1068

The following table sets forth the tax effect of temporary differences that gave rise to significant portions of the net
deferred tax liability:

Years ended December 31,
(In millions) 2011 2010 2009
Policyholder liabilities .. .......... . it e $ 93 § 119 $ 9.3
Compensation and benefitplans ........ ... ... o i 424 438 40.4
Loss carryforwards .. ...... .. e e e 56.2 50.9 54.4
TNVESHMEIIES . ..ottt e e e e e e s 41.4 43.3 24.6
1 11 V-3 GG PP 1.9 3.7 4.5
Total deferred tax assets ... .....iitirntiiitie ittt ety 151.2 153.6 133.2
Less: valuation allowances ... ...ttt it (4.2) (0.8) (1.9)
Netdeferred tax assets . ..o ..tu ettt ettt ittt ettt 147.0 152.8 131.3
Net unrealized capital Gains .. ...ttt 173.9 121.1 71.4
Capitalized sOftware . ........ .. ... i it i e 10.2 14.8 18.0
Deferred policy acquisition costs ......... ... ...t 72.1 66.1 62.3
Intangible @ssets ... ... ... ... 3.2 5.2 5.4
L0 143 V1 P 1.1 3.9 4.2
Total deferred tax liabilities ........... ... ... .. . . . i, 260.5 211.1 161.3
Netdeferred tax liability ....... ... ... i $ (1135) $§ (583) $ (30.0)

The Company is carrying forward net operating losses of $77.5 million that originated in StanCorp and certain
subsidiaries. The losses will be used in future years to offset taxable income from those entities to the degree allowed by the
Internal Revenue Code. If unutilized, these losses would expire between the years 2023 to 2031. In addition, the Company
is carrying forward a $58.6 million federal net operating loss from a business acquisition. This carryforward is subject to
limitations under IRS Section 382, which potentially reduces the annual amount that may be utilized. This carryforward will
expire between 2019 and 2024.
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Realization of the Company’s net operating loss carryforwards is dependent upon generating sufficient taxable income
before expiration of the losses. Although realization is not assured, management believes it is more likely than not that all
of the deferred tax asset relating to the federal loss carryforwards will be realized. The amount of the deferred tax asset
considered realizable could be reduced in the future if estimates of expected taxable income during the carryforward
period are reduced.

The Company is carrying forward a deferred tax asset of $8.3 million related to losses attributable to various states and
municipalities. In some instances, state and local loss carryforwards are subject to a shorter expiration period than the
20-year federal period. Further, some losses originated in a subsidiary which has reduced its operations in the state where
the loss was incurred. We believe that the benefit from certain state and local NOL carryforwards will not be realized. As
such, we have provided a valuation allowance of $4.2 million on the deferred tax assets relating to these assets. If our
assumptions change, we may be able to realize these NOLs. The state and local loss carryforwards expire at various dates
through 2031.

As of December 31, 2011, the Company is subject to examination by the IRS for the years 2009 through 2011.

The Company did not have any material unrecognized tax benefits in 2011 and 2010. It is the Company’s accounting
policy to record income tax interest and penalties in the income tax provision. See “Note 1—Summary of Significant
Accounting Policies—Income Taxes.”

8. GOODWILL

Goodwill is related to the Asset Management segment and totaled $36.0 million at both December 31, 2011 and 2010.
Goodwill is not amortized and is tested at least annually for impairment. If indicators of impairment appear throughout the
year, or in the event of material changes in circumstances, the test will be more frequent. The Company performs a
step-one test and compares the carrying value of the tested assets with the fair value of the assets. Fair value is measured
using a combination of the income approach and the market approach. The income approach consists of utilizing the
discounted cash flow method that incorporates the Company’s estimates of future revenues and costs, discounted using a
market participant weighted-average cost of capital. The estimates the Company uses in the income approach are
consistent with the plans and estimates that the Company uses to manage its operations. The market approach utilizes
multiples of profit measures in order to estimate the fair value of the assets. As the income approach more closely aligns
with how the Company internally evaluates and manages its business, the Company weights the income approach more
heavily than the market approach in determining the fair value of the assets. However, the Company performs testing to
ensure that both models are providing reasonably consistent results. Additionally, the Company performs sensitivity analysis
on the key input factors in these models to determine whether any input factor or combination of factors moving
moderately in either direction would change the results of these tests. Through the performance of these tests, the
Company concluded that goodwill was not impaired as of December 31, 2011.

9. FAIR VALUE

Assets and liabilities recorded at fair value are disclosed using a three-level hierarchy. The classification of assets and
liabilities within the hierarchy is based on whether the inputs to the valuation methodology used for measurement are
observable or unobservable. Observable inputs reflect market-derived or market-based information obtained from
independent sources while unobservable inputs reflect the Company’s estimates about market data.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three broad levels:
Level 1 inputs are based upon quoted prices in active markets for identical assets or liabilities that the Company can access
at the measurement date. Level 2 inputs are based upon quoted prices for similar instruments in active markets, quoted
prices for identical or similar instruments in markets that are not active, and model-based valuation techniques for which
all significant assumptions are observable in the market. Level 3 inputs are generated from model-based techniques that
use significant assumptions not observable in the market. These unobservable assumptions reflect the Company’s estimates
of assumptions that market participants would use in pricing the asset or liability.
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There are three types of valuation techniques used to measure assets and liabilities recorded at fair value:
e The market approach, which uses prices or other relevant information generated by market transactions involving
identical or comparable assets or liabilities.

¢ The income approach, which uses the present value of cash flows or earnings.

¢ The cost approach, which uses replacement costs more readily adaptable for valuing physical assets.

The Company uses both the market and income approach in its fair value measurements. These measurements are
discussed in more detail below.

The following table sets forth the estimated fair value and the carrying value of each financial instrument:

December 31, 2011 December 31, 2010
. Carrying Carrying
(In millions) Fair Value Value Fair Value Value
Assets:
Fixed maturity securities:
U.S. government and agencybonds ................ .. ... ... $ 452.1 §$ 452.1 § 4159 § 415.9
U.S. state and political subdivisionbonds . ................... 178.8 178.8 209.1 209.1
Foreign governmentbonds .............. ... ... ... 72.1 72.1 69.6 69.6
Corporatebonds .......... .. .. i i 6,059.3 6,059.3 5,711.2 5,711.2
S&P 500 INdeX OPLIONS . ..ot vvt ittt neens 7.2 7.2 13.3 13.3
Total fixed maturity securities ..............oooiuuiren... $ 67695 $ 6,7695 $ 6419.1 $ 6,419.1
Commercial mortgage loans, net ...............c.c.oiuueeonn. $ 54509 $ 49023 $ 47397 $§ 45136
Policyloans ....... ... 2.9 2.9 3.3 3.3
Separate aCCOUNTASSELS . . ... vvvve et ne e ann e iraaeinnennnn 4,593.5 4,593.5 4787.4 4,787.4
Liabilities:
Total other policyholder funds, investment type contracts . ...... $ 48048 § 44492 $§ 41862 $ 4,010.1
Index-based interest guarantees ................ ... .. .0 49.5 49.5 48.5 48.5
Shorttermdebt ...... ... ... ... ., 263.7 251.2 2.8 2.2
Long-termdebt ...t 272.0 300.9 558.2 551.9

Financial Instruments Not Recorded at Fair Value

The Company did not elect to measure and record commercial mortgage loans, policy loans, other policyholders funds
that are investment-type contracts, or long-term debt at fair value on the consolidated balance sheets.

For disclosure purposes, the fair values of commercial mortgage loans were estimated using an option-adjusted
discounted cash flow valuation. The valuation includes both observable market inputs and estimated model parameters.

Significant observable inputs to the valuation include:

* Indicative quarter-end pricing for a package of loans similar to those originated by the Company near quarter-end.

¢ U.S. Government treasury yields.

¢ Indicative yields from industrial bond issues.

¢ The contractual terms of nearly every mortgage subject to valuation.

Significant estimated parameters include:

¢ A liquidity premium that is estimated from historical loan sales and is applied over and above base yields.

¢ Adjustments in interest rate spread based on an aggregate portfolio loan-to-value ratio, estimated from historical

differential yields with respect to loan-to-value ratios.

¢ Projected prepayment activity.

For policy loans, the carrying value represents historical cost but approximates fair value. While potentially financial
instruments, policy loans are an integral component of the insurance contract and have no maturity date.

The fair value of other policyholder funds that are investment-type contracts was calculated using the income approach
in conjunction with the cost of capital method. The parameters used for discounting in the calculation were estimated
using the perspective of the principal market for the contracts under consideration. The principal market consists of other
insurance carriers with similar contracts on their books.
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The fair value for long-term debt was predominantly based on quoted market prices as of December 31, 2011 and 2010
and trades occurring close to December 31, 2011 and 2010.

Financial Instruments Measured and Recorded at Fair Value

Fixed maturity securities, Standard & Poor’s (“S&P”) 500 Index call options (“S&P 500 Index options”) and index-based
interest guarantees embedded in indexed annuities (“index-based interest guarantees”) are recorded at fair value on a
recurring basis. In the Company’s consolidated statements of income and comprehensive income (loss), unrealized gains
and losses are reported in other comprehensive income for fixed maturity securities, in net investment income for S&P 500
Index options and in interest credited for index-based interest guarantees.

Separate account assets represent segregated funds held for the exclusive benefit of contract holders. The activities of the
account primarily relate to participant-directed 401(k) contracts. Separate account assets are recorded at fair value on a
recurring basis, with changes in fair value recorded in separate account liabilities. Separate account assets consist of mutual
funds. The mutual funds’ fair value is determined through Level 1 and Level 2 inputs. The majority of the separate account
assets are valued using quoted prices in an active market with the remainder of the assets valued using quoted prices from
an independent pricing service. The Company reviews the values obtained from the pricing service for reasonableness
through analytical procedures and performance reviews.

Fixed maturity securities are comprised of the following classes:

¢ U.S. government and agency bonds.

¢ U.S. state and political subdivision bonds.

e Foreign government bonds.

¢ Corporate bonds.

S&P 500 Index options.
The fixed maturity securities are diversified across industries, issuers and maturities. The Company calculates fair values

for all classes of fixed maturity securities using valuation techniques described below. They are placed into three levels
depending on the valuation technique used to determine the fair value of the securities.

The Company uses an independent pricing service to assist management in determining the fair value of these assets.
The pricing service incorporates a variety of information observable in the market in its valuation techniques, including:

* Reported trading prices.

¢ Benchmark yields.

* Broker-dealer quotes.

* Benchmark securities.

¢ Bids and offers.

* Credit ratings.

¢ Relative credit information.

¢ Other reference data.

The pricing service also takes into account perceived market movements and sector news, as well as a bond’s terms and
conditions, including any features specific to that issue that may influence risk, and thus marketability. Depending on the
security, the priority of the use of observable market inputs may change as some observable market inputs may not be
relevant or additional inputs may be necessary. The Company generally obtains one value from its primary external pricing
service. On a case-by-case basis, the Company may obtain further quotes or prices from additional parties as needed.

The pricing service provides quoted market prices when available. Quoted prices are not always available due to bond
market inactivity. The pricing service obtains a broker quote when sufficient information, such as security structure or
other market information, is not available to produce a valuation. Valuations and quotes obtained from third party
commercial pricing services are non-binding and do not represent quotes on which one may execute the disposition of the
assets.

The Company performs control procedures over the external valuations at least quarterly through a combination of
procedures that include an evaluation of methodologies used by the pricing service, analytical reviews and performance
analysis of the prices against statistics and trends, back testing of sales activity and maintenance of a securities watch list. As
necessary, the Company compares prices received from the pricing service to prices independently estimated by the
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Company utilizing discounted cash flow models or through performing independent valuations of inputs and assumptions
similar to those used by the pricing service in order to ensure prices represent a reasonable estimate of fair value. Although
the Company does identify differences from time to time as a result of these validation procedures, the Company did not
make any significant adjustments as of December 31, 2011 or 2010.

S&P 500 Index options and certain fixed maturity securities were valued using Level 3 inputs. The Level 3 fixed maturity
securities were valued using matrix pricing, independent broker quotes and other standard market valuation method-
ologies. The fair value was determined using inputs that were not observable or could not be derived principally from, or
corroborated by, observable market data. These inputs included assumptions regarding liquidity, estimated future cash
flows and discount rates. Unobservable inputs to these valuations are based on management’s judgment or estimation
obtained from the best sources available. The Company’s valuations maximize the use of observable inputs, which include
an analysis of securities in similar sectors with comparable maturity dates and bond ratings. Broker quotes are validated by
management for reasonableness in conjunction with information obtained from matrix pricing and other sources.

The Company calculates the fair value for its S&P 500 Index options using the Black-Scholes option pricing model and
parameters derived from market sources. The Company’s valuations maximize the use of observable inputs, which include
direct price quotes from the Chicago Board Options Exchange (“CBOE”) and values for on-the-run treasury securities and
London Interbank Offered Rate (“LIBOR”) rates as reported by Bloomberg. Unobservable inputs are estimated from the
best sources available to the Company and include estimates of future gross dividends to be paid on the stocks underlying
the S&P 500 Index, estimates of bid-ask spreads, and estimates of implied volatilities on options. Valuation parameters are
calibrated to replicate the actual end-of-day market quotes for options trading on the CBOE. The Company performs
additional validation procedures such as the daily observation of market activity and conditions and the tracking and
analyzing of actual quotes provided by banking counterparties each time the Company purchases options from them.
Additionally, in order to help validate the values derived through the procedures noted above, the Company obtains
indicators of value from representative investment banks,

The Company uses the income approach valuation technique to determine the fair value of index-based interest
guarantees. The liability is the present value of future cash flows attributable to the projected index growth in excess of cash
flows driven by fixed interest rate guarantees for the indexed annuity product. Level 3 assumptions for policyholder
behavior and future index interest rate declarations significantly influence the calculation. Index-based interest guarantees
are included in the other policyholder funds line on the Company’s consolidated balance sheet.

The following tables set forth the estimated fair values of assets and liabilities measured and recorded at fair value on a
recurring basis:

December 31,
2011
(In millions) Total Level 1 Level 2 Level 3
Assets:
Fixed maturity securities:
U.S. government and agencybonds ............... ... ... ... $ 452.1 $ — $ 4516 $ 05
U.S. state and political subdivisionbonds ...................... 178.8 — 177.4 1.4
Foreign governmentbonds ............ ... ... . oo 72.1 — 72.1 —
Corporatebonds ........ ... ... i i 6,059.3 —_ 5,995.3 64.0
S&P 500 Indexoptions ........... ... .. i il 7.2 — — 7.2
Total fixed maturity securities . . .. ........ovvvveeeennnn ... $ 67695 § — $ 6,69.4 § 731
Separate aCCOUNTASSELS . ...ttt eeeeaeannee e $ 45935 $ 44444 § 1491 % —
Liabilities:
Index-based interest guarantees ..................oovorunennn... $ 495 $ — % — § 495
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December 31,

2010
(In millions) Total Level 1 Level 2 Level 3
Assets:
Fixed maturity securities:
U.S. government and agencybonds ................ ... i $ 4159 § — $ 4150 § 09
U.S. state and political subdivisionbonds ................. .. ... ... 209.1 —_ 207.4 1.7
Foreign governmentbonds ................... .. ... oL 69.6 — 69.6 —
Corporatebonds ............ ... . 5,711.2 — 5,652.2 59.0
S&P 500 Index options .......... ...t 13.3 — — 13.3
Total fixed maturity securities .............c.ooiiiiinnneeen.,.. $ 64191 $ — $ 63442 $ 749
Separate ACCOUNTASSELS . .« ¢« v vv et e etee et iiee et eeeeennaneanns $ 47874 $ 45864 $ 201.0 $ —
Liabilities:
Index-based interest guarantees ................ooiiiiiiieiaiean... $ 485 § — % — $ 485

The following tables set forth the reconciliation for all assets and liabilities measured at fair value on a recurring basis

using significant unobservable Level 3 inputs:

Year ended December 31, 2011

Assets Liabilities
U.S. U.S. State Index-
Government and Political S&P 500 Based
and Agency  Subdivision Corporate  Index Total Interest
(In millions) Bonds Bonds Bonds Options  Assets  Guarantees
Beginning balance ............. ... ... o i $ 09 $ 17 $ 59.0 $133 § 749 $(485)
Total realized/unrealized gains (losses):
Includedinnetincome .................0iiiiiiaannn — — — (0.2) (0.2) (1.3)
Included in other comprehensive income (loss) ......... 0.2) 0.1 (1.9) — (2.0) —_
Purchases, issuances, sales and settlements:
Purchases ....... ... ... ittt -_— —_ —_ 9.6 9.6 —
ISSUANCeS . ... it e e —_ —_ — — — (1.8)
Sales ..o e e e (0.2) — 2.1) — (2.3) —
Settlements ..............c. it iirinernenninenannnn — — —_ (15.5) (15.5) 2.1
Transfersintolevel 3 ...... ... ... ... . . .. —_ — 9.0 — 9.0 —
Transfersoutoflevel 3......... ... ... .. .. .. .. ..., _ 0.4) — — (0.4) —
Endingbalance ............. ... il $ 05 $ 14 $ 640 $ 72 $ 731 $(49.5)
Year ended December 31, 2010
Assets Liabilities
U.S. U.S. State Index-
Government and Political S&P 500 Based
and Agency  Subdivision Corporate  Index Total Interest
(In millions) Bonds Bonds Bonds Opti Asset Guar
Beginning balance .............. ... .ol $ 75 $ 1.7 $ 684 $ 86 §$86.2 $(40.4)
Total realized /unrealized gains (losses):
Includedinnetincome .............ccoieiiirennan.. — — (0.8) 8.4 7.6 (5.8)
Included in other comprehensive income (loss) ......... — — 4.5 — 4.5 —
Purchases, issuances, sales and settlements:
Purchases ..........coiiiininn i nenenenennn — —_ — 9.1 9.1 —
ISSUANCES . . .. i i e — — —_ — — (3.0)
Sales ... e — — (6.1) — (6.1) —
Settlements ............iiiiiiiiiiii i — —_ (5.2) (12.8)  (18.0) 0.7
Transfersintolevel 3......... ... .. .. i, —_— — — — — —
Transfersoutoflevel 3 ............ ... .. .. it (6.6) —_ (1.8) — (8.4) —
Endingbalance .......... ... ... ... il $ 09 $ 17 $ 59.0 $133 $ 749 $(48.5)

For all periods disclosed above, fixed maturity securities transferred into Level 3 from Level 2 are the result of the
Company being unable to obtain pricing for these investments from an independent pricing service. Fixed maturity
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securities transferred out of Level 3 into Level 2 are the result of the Company being able to obtain pricing for these
investments from an independent pricing service. There were no significant transfers between Level 1 and Level 2 for 2011
and 2010.

The following table sets forth the changes in unrealized gains (losses) included in net income relating to positions that
the Company continued to hold:

Years ended
December 31,
(In millions) 2011 2010
Assets:
S&P 500 INAEX OPLIOIMS . . .\ttt ittt ettt ettt et e e e et .. % 25 ¢% 84
Liabilities:
Index-based INLEreSt GUATANTEES . . . ...ttt i ittt ettt ittt e $ 46) $ (5.8)

Changes to the fair value of fixed maturity securities, excluding S&P 500 Index options, were recorded in other
comprehensive income. Changes to the fair value of the S&P 500 Index options were recorded to net investment income.
Changes to the fair value of the index-based interest guarantees were recorded as interest credited. The interest credited
amount for 2011 and 2010 included negative interest on policyholder funds of $1.9 million and $5.0 million due to
changes in the Level 3 actuarial assumptions.

Certain assets and liabilities are measured at fair value on a nonrecurring basis such as impaired commercial mortgage
loans with specific allowances for losses and real estate acquired in satisfaction of debt through foreclosure or the
acceptance of deeds in lieu of foreclosure on commercial mortgage loans (“real estate owned”). The impaired commercial
mortgage loans and real estate owned are valued using Level 3 measurements. These Level 3 inputs are reviewed for
reasonableness by management and evaluated on a quarterly basis. The commercial mortgage loan measurements include
valuation of the market value of the asset using general underwriting procedures and appraisals. Real estate owned is
initially recorded at estimated net realizable value, which includes an estimate for disposal costs. These amounts may be
adjusted in a subsequent period as independent appraisals are received.

The following table sets forth the assets measured at fair value on a nonrecurring basis during 2011 that the Company
continued to hold:

December 31, 2011

(In millions) Total Levell Level?2 Level 3
Commercial mortgage loans .. ... ittt i e $ 492 § — $ — $ 492
Real estate Owned .. ..o ot i e e e 50.1 —_— — 50.1

Total assets measured at fair value on a nonrecurring basis ..................... $ 993 $§ — $ — $§ 993

Commercial mortgage loans measured on a nonrecurring basis with a carrying amount of $75.8 million were written
down to their fair value of $49.2 million, less selling costs, at December 31, 2011. The specific commercial mortgage loan
loss allowance related to these commercial mortgage loans was $26.6 million at December 31, 2011. The real estate owned
measured on a nonrecurring basis during 2011 and still held at December 31, 2011 had capital losses totaling $3.5 million
for the year. See “Note 10—Investments—Commercial Mortgage Loans” for further disclosures regarding the commercial
mortgage loan loss allowance.

The following table sets forth the assets measured at fair value on a nonrecurring basis during 2010 that the Company
continued to hold:

December 31, 2010

(In millions) Total Levell Level2 Level 3
Commercial mortgage loans . . ... ... ittt ittt $ 439 $ — $ — § 43.9
Real estate owned .. ...ttt i e 108.5 — —_ 108.5

Total assets measured at fair value on a nonrecurring basis . . ................. $ 1524 § — $ — $ 1524
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Commercial mortgage loans measured on a nonrecurring basis with a carrying amount of $64.3 million were written
down to their fair value of $43.9 million, less selling costs, at December 31, 2010. The specific commercial mortgage loan
loss allowance related to these commercial mortgage loans was $20.4 million at December 31, 2010. The real estate owned
measured on a nonrecurring basis during 2010 and still held at December 31, 2010 had capital losses totaling $22.9 million
for the year. See “Note 10—Investments—Commercial Mortgage Loans” for further disclosures regarding the commercial
mortgage loan loss allowance.

10. INVESTMENTS
Fixed Maturity Securities

The following tables set forth amortized costs, gross unrealized gains and losses and fair values of the Company’s fixed
maturity securities:

December 31,

2011
Amortized Unrealized Unrealized
(In millions) Cost Gains Losses Fair Value
U.S. government and agencybonds .......... ... ..ciiiiiiiiiiiie., $ 3878 § 643 $ — § 4521
U.S. state and political subdivisionbonds . . ......... ... ... ... oo L 164.8 14.0 — 178.8
Foreign governmentbonds ........ ... ... ... i i 61.7 104 — 72.1
Corporate bonds ........ ... .. i e 5,588.4 491.8 20.9 6,059.3
S&P 500 Index options . ... ...ttt e 7.2 — — 7.2
Total fixed maturity securities ............ ... ... i i il $ 62099 $ 5805 $ 209 $ 6,769.5

December 31,

2010
Amortized Unrealized Unrealized
(In millions) Cost Gains Losses Fair Value
U.S. governmentand agencybonds .. .......... . Lo oo $ 3744 $ 415 $§ — $ 4159
U.S. state and political subdivisionbonds .................. ... ... ... 203.3 8.0 2.2 209.1
Foreign governmentbonds . ........... ... ... ... i 63.2 6.5 0.1 69.6
Corporatebonds . .........c.c.uiiiiiii e 5,368.8 359.8 174 5,711.2
S&P 500 Index options ............ i i 13.3 — — 13.3
Total fixed maturity SECUItES ... ........uiiiieeiiinneeninennnn... $ 60230 $ 4158 $ 19.7 § 6,419.1

The following table sets forth the amortized costs and fair values of the Company’s fixed maturity securities by
contractual maturity:

December 31, December
2011 31, 2010
Amortized Amortized
(In millions) Cost Fair Value Cost Fair Value
Dueinoneyearorless ................. P $ 6327 $§ 6450 $ 5910 $ 6009
Due after one year through fiveyears ........... ...l 2,534.6 2,693.6 25639 2,735.0
Due after five years through tenyears . ............. ... oo, 2,173.9 2,3925 1,926.3 2,078.5
DUE after LEN YEATS .« vttt ettt ittt s 868.7 1,038.4 941.8  1,004.7
Total fixed maturity securities ..............ooiiiiiiiiiiiii. $ 62099 $ 6,769.5 $6,023.0 $6,419.1

Actual maturities may differ from contractual maturities because borrowers may have the right to call or prepay
obligations. Callable bonds without make-whole provisions represented 6.4%, or $430.3 million, of the Company’s fixed
maturity securities portfolio at December 31, 2011. At December 31, 2011, the Company did not have any direct exposure
to sub-prime or Alt-A mortgages in its fixed maturity securities portfolio. At December 31, 2011, the Company’s foreign
government bonds category did not have any direct exposure to Euro zone government issued debt.
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Commercial Mortgage Loans

The Company underwrites mortgage loans on commercial property throughout the United States. In addition to real
estate collateral, the Company requires either partial or full recourse on most loans. At December 31, 2011, the Company
did not have any direct exposure to sub-prime or Alt-A mortgages in its commercial mortgage loan portfolio.

The following table sets forth the commercial mortgage loan portfolio by property type, by geographic region within the
U.S. and by U.S. state:

December 31, December 31,
2011 2010
(Dollars in millions) Amount Percent Amount Percent
Property type:
Retall .ottt e e s $2,457.8 50.1% $2,1864 48.4%
Office ........... Ot 911.1 18.6 855.2 189
InAustrial . ... ot e e e 900.4 18.4 829.0 18.4
Hotel/motel .......... PPt 241.9 4.9 301.8 6.7
COMMETCIAl + « v v ittt ettt ettt e e et et e e 187.1 3.8 179.5 4.0
Apartmentand other ....... ... . i 204.0 4.2 161.7 3.6
Total commercial mortgageloans ............... .. .o il $4902.3 100.0% $4,5136 100.0%
Geographic region:
PaCH IC . o et e $1,699.3 347% $1,558.5 34.5%
SOULh AtANTIC .ottt ettt e et et e e 953.8 19.5 838.9 18.6
West South Central .. ... .ttt ettt 605.3 12.3 547.2 12.1
MOUDERITL « o v v ettt et e e et ettt e et et et et e a et 585.8 11.9 541.1 12.0
East North Central . ........ ... it et 393.4 8.0 350.4 7.8
Middle Atlantic . . ... e e e e 243.8 5.0 257.1 5.7
West North Central . ...t i i e et 184.8 3.8 165.5 3.7
EastSouth Central .. ... ... ... . . ittt 129.9 2.6 129.0 2.8
NewEngland ...... ... e 106.2 2.2 125.9 2.8
Total commercial mortgageloans .............. ... .. .o i $4,902.3 100.0% $4513.6 100.0%
U.S. state:
CalifOrNIa . « v ettt et et e e e $1,332.0 272% $1,236.1 274%
B 5 T 550.8 11.2 495.8 11.0
Florida ..ot e e 305.3 6.2 240.2 5.3
GEOTEIA ..t e 270.1 5.5 268.3 5.9
OtNeT SEALES « « v v e ettt ettt e e et et e e e e e 2,444.1 49.9 2,273.2 50.4
Total commercial mortgage loans ............. ... ..., $4,902.3 100.0% $4,5136 100.0%

Through its concentration of commercial mortgage loans in California, the Company is exposed to potential losses from
an economic downturn in California as well as certain catastrophes, such as earthquakes and fires that may affect certain
areas of the western region. Borrowers are required to maintain fire insurance coverage to provide reimbursement for any
losses due to fire. Management diversifies the commercial mortgage loan portfolio within California by both location and
type of property in an effort to reduce certain catastrophe and economic exposure. However, diversification may not always
eliminate the risk of such losses. Historically, the delinquency rate of the California-based commercial mortgage loans has
been substantially below the industry average and consistent with the Company’s experience in other states. The Company
does not require earthquake insurance for the properties when it underwrites new loans. However, management does
consider the potential for earthquake loss based upon seismic surveys and structural information specific to each property.
The Company does not expect a catastrophe or earthquake damage in the western region to have a material adverse effect
on its business, financial position, results of operations or cash flows. Currently, the Company’s California exposure is
primarily in Los Angeles County, Orange County, San Diego County and the Bay Area Counties. There is a smaller
concentration of commercial mortgage loans in the Inland Empire and the San Joaquin Valley where there has been
greater economic decline. Due to the concentration of commercial mortgage loans in California, a continued economic
decline in California could have a material effect on the Company’s business, financial position, results of operations or
cash flows.
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The carrying value of commercial mortgage loans represents the outstanding principal balance less a loan loss allowance
for probable uncollectible amounts. The commercial mortgage loan loss allowance is estimated based on evaluating known
and inherent risks in the loan portfolio and consists of a general and a specific loan loss allowance.

Impairment Evaluation

The Company continuously monitors its commercial mortgage loan portfolio for potential nonperformance by
evaluating the portfolio and individual loans. See “Note 1—Summary of Significant Accounting Policies—Investment
Valuations—Commercial Mortgage Loans” for the Company’s commercial mortgage loan impairment evaluation.

General Loan Loss Allowance

The general loan loss allowance is based on the Company’s analysis of factors including changes in the size and
composition of the loan portfolio, debt coverage ratios, loan to value ratios, actual loan loss experience and individual loan
analysis.

Specific Loan Loss Allowance

An impaired commercial mortgage loan is a loan where the Company does not expect to receive contractual principal
and interested in accordance with the terms of the loan agreement. A specific allowance for losses is recorded when a loan
is considered to be impaired and it is probable that all amounts due will not be collected. The Company also holds specific
loan loss allowances on certain performing commercial mortgage loans that it continues to monitor and evaluate. Impaired
commercial mortgage loans without specific allowances for losses are those for which the Company has determined that it
remains probable that all amounts due will be collected although the timing or nature is, or is likely to be outside the
original contractual terms. In addition, for impaired commercial mortgage loans, the Company evaluates the loss to dispose
of the underlying collateral, any significant out of pocket expenses the loan may incur and other quantitative information
management has concerning the loan. Portions of loans that are deemed uncollectible are written off against the
allowance, and recoveries, if any, are credited to the allowance.

The following table sets forth changes in the commercial mortgage loan loss allowance:

Years ended
December 31,

(In millions) 2011 2010

Commercial mortgage loan loss allowance:

Beginning balance ........ .. $ 361 § 196
PrOVIS IO .ot e e e 32.7 48.1
Charge-offs, net ... e (20.7) (31.6)

Endingbalance . ... ... i $ 481 § 36.1
Specific loan loss allowance . . ... .. e $ 266 $ 204
General 10an 1oss alloWanCe .. ...ttt e e 21.5 15.7

Total commercial mortgage loan lossallowance ............ ... ... iiiriiiiiinnnnnn. $ 481 § 36.1

The smaller increase in the provision for the commercial mortgage loan loss allowance in 2011 compared to 2010 was
primarily due to a prior year provision related to a single borrower, which is no longer in the commercial mortgage loan
portfolio. The lower charge-offs for the 2011 compared to 2010 was primarily related to the prior year acceptance of deeds
in lieu of foreclosure associated with a single borrower in the second quarter of 2010, which did not recur in 2011.

The following table sets forth the recorded investment in commercial mortgage loans:

December 31,

(In millions) 2011 2010
Commercial mortgage loans collectively evaluated for impairment ........................ $ 48457 $ 4,4674
Commercial mortgage loans individually evaluated for impairment . ....................... 104.7 82.3
Commercial mortgage loan lossallowance ..............coiiiiiiiiii i nnna... (48.1) (36.1)
Total commercial mortgage 1oans ......... ...ttt it $ 49023 $ 4,513.6
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The Company assesses the credit quality of its commercial mortgage loan portfolio quarterly by reviewing the
performance of its portfolio which includes evaluating its performing and nonperforming commercial mortgage loans.
Nonperforming commercial mortgage loans include all commercial mortgage loans that are 60 days or more past due and
commercial mortgage loans that are not 60 days past due but are not substantially performing to other original contractual
terms. Nonperforming commercial mortgage loans do not include restructured commercial mortgage loans that are
current with their payments and thus are considered performing. However, these restructured commercial mortgage loans
may continue to be classified as impaired commercial mortgage loans for monitoring and review purposes.

The following tables set forth performing and nonperforming commercial mortgage loans by property type:

December 31,

2011
Apartment
Hotel/ and
(In millions) Retail Office Industrial Motel Commercial Other Total
Performing commercial mortgage
loans . ... $ 24423 $ 8984 § 8952 $ 2419 § 1820 $ 2013 $ 48611
Nonperforming commercial
mortgage loans ................. 15.5 12.7 5.2 — 5.1 2.7 41.2
Total commercial mortgage
loans ................. ..., $ 24578 $ 911.1 $§ 9004 $ 2419 § 187.1 $ 204.0 $ 49023
December 31,
2010
Apartment
Hotel/ and
(In millions) Retail Office Industrial Motel Commercial Other Total
Performing commercial mortgage
loans............. .. ... .. ... $ 21753 $ 8478 § 8177 $ 3018 $ 1748 $ 161.2 $ 44786
Nonperforming commercial
mortgage loans ................. 11.1 7.4 11.3 — 4.7 0.5 35.0
Total commercial mortgage
loans ........ ...l $ 21864 $ 8552 $ 8290 § 3018 $ 1795 § 1617 $ 45136
The following tables set forth impaired commercial mortgage loans identified in management’s specific review of
probable loan losses and the related allowance:
December 31,
2011
Unpaid Amount on
Recorded  Principal  Related  Nonaccrual
(In millions) Investment Balance Allowance Status
Impaired commercial mortgage loans:
Without specific loan loss allowances:
Retail ... e $ 86 $ 86 $ — $ 21
OffICE ..ot e e 5.8 5.8 — 4.3
Industrial . ... . e 5.8 5.8 —_ 0.9
Hotel/motel ... ... e 5.9 5.9 — —
Apartmentandother ......... .. .. ... . 2.8 2.8 — 1.1
Total impaired commercial mortgage loans without specific loan loss
AllOWanCeS . ...t 28.9 28.9 — 8.4
With specific loan loss allowances:
Retail ... 31.7 31.7 10.7 10.2
OffICE . oo e 18.3 18.3 5.2 10.1
Industrial .. ... .ottt 11.5 11.5 5.0 7.5
Commercial . ... .. e 11.1 11.1 5.3 11.1
Apartmentandother ..... ... .. .. 3.2 3.2 0.4 1.9
Total impaired commercial mortgage loans with specific loan
loss allowances 75.8 75.8 26.6 40.8
Total impaired commercial mortgageloans ................ ... . ot $ 104.7 $104.7 § 26.6 $ 49.2
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December 31,

2010
Unpaid Amount on
Recorded Principal  Related  Nonaccrual
(In millions) Investment Balance  AHowance Status
Impaired commercial mortgage loans:
Without specific loan loss allowances:
Retail ... e $ 68 $ 68 $ — § 04
Office . .. o e 2.3 2.3 —_ 1.1
Industrial .. ... e 3.0 3.0 — 3.0
Hotel/motel ...... ... .. . . 5.9 5.9 — 5.9
Total impaired commercial mortgage loans without specific loan
loss allowances 18.0 18.0 — 10.4
With specific loan loss allowances:
Retail ... e e 34.4 34.4 10.4 21.5
Office ..o e e 11.2 11.2 2.5 6.9
Industrial .. ... .. e e 10.8 10.8 4.6 10.8
Commercial ... ...t e 7.4 7.4 2.8 6.5
Apartmentandother ........ ... .. i e 0.5 0.5 0.1 0.2
Total impaired commercial mortgage loans with specific loan
loss allowances 64.3 64.3 20.4 45.9
Total impaired commercial mortgageloans ............................ $ 823 $823 $ 204 $ 56.3

The increase in the impaired commercial mortgage loans at December 31, 2011 compared to December 31, 2010 was
primarily due to an increase in restructured commercial mortgage loans. As of December 31, 2011 and December 31, 2010
the Company did not have any commercial mortgage loans greater than 90 days delinquent that were accruing interest. See
“Note 1—Summary of Significant Accounting Policies—Investment Valuations—Commercial Mortgage Loans” for the
policies regarding interest income for delinquent commercial mortgage loans.

As a result of adopting the amendments in ASU No. 201102, A Creditor’s Determination of Whether a Restructuring Is a
Troubled Debt Restructuring, the Company reassessed all restructurings that occurred on or after January 1, 2011 for
identification as troubled debt restructurings. The Company did not identify any troubled debt restructurings that were not
already considered impaired and there were no troubled debt restructurings that subsequently defaulted during the

period.
The following table sets forth information related to the troubled debt restructurings of financing receivables:
Year ended
December 31, 2011
Pre- Post-
Restructuring  Restructuring
Number of Recorded Recorded
(In millions) Loans Investment Investment
Troubled debt restructurings:
Retail .. 6 $ 45 $ 40
(@ ) & T 3 2.4 2.4
Industrial . ... e e e e 4 29 3.0
Apartmentand other ....... ... . i 7 2.4 2.4
Total troubled debt restructurings ............c.oiiiiiiiiiiiiiiiiia .. 20 $ 122 $ 11.8

A restructuring is considered to be a troubled debt restructuring when the debtor is experiencing financial difficulties
and the restructured terms constitute a concession. The Company evaluates all restructured commercial mortgage loans for
indications of troubled debt restructurings and the potential losses related to these restructurings. If a loan is considered a
troubled debt restructuring, the Company impairs the loan and records a specific allowance for estimated losses. In some
cases, the recorded investment in the loan may increase post-restructuring.

2011 ANNUAL REPORT



106

Part II

The following table sets forth the average recorded investment in impaired commercial mortgage loans before specific
allowances for losses:

Years ended

December 31,
(In millions) 2011 2010 2009
Average recorded INVESEMENE . . ... ...ttt ettt $ 923 § 764 $ 175

The amount of interest income recognized on impaired commercial mortgage loans was $3.8 million, $2.8 million, and
$0.1 million for 2011, 2010 and 2009 respectively. The cash received by the Company in payment of interest on impaired
commercial mortgage loans was $3.1 million, $3.3 million and $0.1 million for 2011, 2010 and 2009, respectively. See “Note
I—Summary of Significant Accounting Policies—Investment Valuations—Commercial Mortgage Loans” for policies
regarding interest income for delinquent commercial mortgage loans.

The following tables set forth the aging of commercial mortgage loans by property type:

December 31,
2011

Greater Total

Than 90 Allowance Commercial
30 Days Past 60 Days Past Days Past Total Past Related Mortgage
(In millions) Due Due Due Due to Past Due Current Loans
Commercial mortgage loans:
Retail ..o $ 3.1 $ 71 $30 $132 $ (1.3) $ 24459 $ 2457.8
Office ................o ... 0.8 1.5 1.6 3.9 (0.4) 907.6 911.1
Industrial ..................... 1.4 0.4 2.3 4.1 0.7) 897.0 900.4
Hotel/motel .................. — — —_— — — 241.9 241.9
Commercial ................... — — 1.2 1.2 (0.8) 186.7 187.1
Apartmentand other ........... 0.2 — — 0.2 — 203.8 204.0
Total commercial mortgage
loans ............ ... ... $ 55 $ 9.0 $ 81 $226 § (32) § 48829 § 49023
December 31,
2010

Greater Total

Than 90 Allowance Commercial
30 Days Past 60 Days Past Days Past Total Past  Related Mortgage
(In millions) Due Due Due Due to Past Due Current Loans
Commercial mortgage loans:
Retail ........... ... ... ... ... $ 72 $ — $ 55 $12.7 $ (19 $ 21756 $ 2,1864
Office ...........coociin... 5.0 1.5 3.2 9.7 (1.0) 846.5 855.2
Industrial .................... 4.8 2.1 5.5 12.4 (0.9) 8175 829.0
Hotel/motel ................. — — — — — 301.8 301.8
Commercial .................. — — 1.2 1.2 (0.6) 178.9 179.5
Apartment and other .......... 0.9 0.4 0.2 1.5 (0.1) 160.3 161.7
Total commercial mortgage

loans ........... ... ... ... $ 179 $ 40 $156 $ 375 $ (45 $ 4,4806 $ 455136

The Company closely monitors all past due commercial mortgage loans; additional attention is given to those loans at
least 60 days past due. Commercial mortgage loans that were at least 60 days past due totaled $17.1 million and $19.6
million at December 31, 2011 and 2010, respectively. The Company’s current level of past due commercial mortgage loans
is higher than its historical levels due to the current macroeconomic challenges. Overall, loans that were at least 60 days
past due were 0.34% of the commercial mortgage loan portfolio at December 31, 2011, compared to 0.43% at
December 31, 2010.
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Gross Unrealized Losses

The following tables set forth the gross unrealized losses and fair value of investments, aggregated by investment category
and length of time that individual securities have been in a continuous unrealized loss position:

December 31,

2011
Total Less than 12 months 12 or more months
(Dollars in millions) Number Amount Number Amount Number Amount
Unrealized losses:
Corporatebonds..............oiiiiiii i, 360 $ 20.9 334 §$ 174 26 $ 35
Total . ..o e 360 $ 20.9 334 $ 17.4 26 $ 35
Fair market value of securities with unrealized losses:
Corporatebonds..............coiiiiiiiii 360 $ 425.3 334 $ 398.0 26 $ 273
Total ... e e e 360 $ 425.3 334 $ 398.0 26 $ 273
December 31,
2010
Total Less than 12 months 12 or more months
(Dollars in millions) Number Amount Number Amount Number Amount
Unrealized losses:
U.S. state and political subdivisionbonds ............ 37 % 2.2 33 § 2.0 4 $ 02
Foreign governmentbonds ........................ 2 0.1 2 0.1 — —
Corporate bonds . . .. ... e 433 17.4 347 14.9 86 2.5
Total . ... e e e 472 $ 19.7 382 § 17.0 90 $ 27
Fair market value of securities with unrealized losses:
U.S. state and political subdivisionbonds ............ 37 % 51.7 33 $ 46.7 4 $ 5.0
Foreign governmentbonds ........................ 2 1.9 2 1.9 — —
Corporatebonds...............oooiiiiiiii.. 433 487.5 347 448.9 86 38.6
Total . ... e e e 472 § 541.1 382 § 4975 90 $ 436

The unrealized losses on the investment securities set forth above were primarily due to increases in market interest rates
subsequent to their purchase by the Company. Additionally, unrealized losses have been affected by overall economic
factors. The Company expects the fair value of these investment securities to recover as the investment securities approach
their maturity dates or sooner if market yields for such investment securities decline. The Company does not believe that
any of the investment securities are impaired due to reasons of credit quality or to any company or industry specific event.
Based on management’s evaluation of the securities and the Company’s intent to hold the securities, and as it is unlikely
that the Company will be required to sell the securities, none of the unrealized losses summarized in this table are
considered other-than-temporary. See “Note 1—Summary of Significant Accounting Policies—Investment Valuations—
Fixed Maturity Securities” for a discussion regarding fixed maturity securities’ OTTI and cumulative effect adjustment.
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Net Investment Income
The following table sets forth net investment income summarized by investment type:

Years ended

December 31,
(In millions) 2011 2010 2009
Fixed maturity securities:
BONAs .o e e e $323.6 $3228 $314.1
S&P 500 INdeX OPHONS ...\ ovv ittt ittt i e e i (0.2) 8.4 4.7
Total fixed Maturity SECUTItIES . ... ...ttt 323.4 331.2 318.8
Commercial mortgage loans ......... .. ... it e 3102  285.0 2743
Real €5tate . o . oottt e e e e e e (0.4) 2.5 58
O her . e e e 1.4 4.3 6.4
Gross INVEStIMENT INCOIME ..o\ttt t et ettt ettt e e teen e e aneenneeaanonansnnas 634.6 623.0 605.3
INVEStMENt EXPENSES .. ..ottt (21.8) (20.5) (18.8)
Net INVEStMENT INCOIME .« . . ottt et ettt et e s e ta e eaenenann $612.8 $602.5 $586.5

Realized Gross Capital Gains and Losses
The following table sets forth gross capital gains and losses by investment type:

Years ended
December 31,

(In millions) 2011 2010 2009
Gains:
Fixed maturity securities . .. ... ... ...ttt $115 $ 180 $ 29.6
Commercial mortgage loans ............. .. .. . .. i 0.9 1.2 1.1
Real estate INVESUMIENLS . . .. ..t ittt ettt et e en ettt eneen e nneannaens 35.2 9.6 —
Real estate owned . ... ..o e e e e 1.1 0.5 —
Grosscapital gains . ... ... e 48.7 29.3 30.7
Losses:
Fixed maturity SECUrities . ... ... ... i e s (2.4) (2.6) (35.0)
Provision for commercial mortgage loanlosses .......... ... i i i (82.7) (48.1) (21.4)
Real estate INVESTMIEIILS . ...ttt ittt et ettt ettt ettt et et et (0.5) — 0.4)
Real estate OWned .. ...ttt e e e e e (17.6) (23.4) —
1@ 73 275 o PP (2.4) (6.8) (0.8)
Gross Capital I0SSES . . . ..ottt ittt e (55.6) (80.9) (57.6)
Net Capital IOSSES . ...ttt ettt et $ (6.9 $(51.6) $(26.9)

Securities Deposited as Collateral
Securities deposited for the benefit of policyholders in various states, in accordance with state regulations, amounted to
$6.7 million and $6.6 million at December 31, 2011 and 2010, respectively.

11. DERIVATIVE FINANCIAL INSTRUMENTS

The Company sells indexed annuities, which permit the holder to elect a fixed interest rate return or an indexed return,
where interest credited to the contracts is based on the performance of the S&P 500 Index, subject to an upper limit or cap
and minimum guarantees. Policyholders may elect to rebalance between interest crediting options at renewal dates
annually. At each renewal date, the Company has the opportunity to re-price the indexed component by changing the cap,
subject to minimum guarantees. The Company estimates the fair value of the index-based interest guarantees for the
current period and for all future reset periods until contract maturity. Changes in the fair value of the index-based interest
guarantees are recorded as interest credited. The liability represents an estimate of the cost of the options to be purchased
in the future to manage the risk related to the index-based interest guarantees. The liability for indexed based interest
guarantees is the present value of future cash flows attributable to the projected index growth that are in excess of cash
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flows attributable to fixed interest rates guarantees. The excess cash flows are discounted back to the date of the balance
sheet using current market indicators for future interest rates and option costs. Cash flows depend on actuarial estimates
for policyholder lapse behavior and management’s discretion in setting renewal index-based interest guarantees.

The Company purchases S&P 500 Index options for its interest crediting strategy used in its indexed annuity product.
The S&P 500 Index options are purchased from investment banks and are selected in a manner that supports the amount
of interest that is expected to be credited in the current year to annuity policyholder accounts that are dependent on the
performance of the S&P 500 Index. The purchase of S&P 500 Index options is a pivotal part of the Company’s risk
management strategy for indexed annuity products. The S&P 500 Index options are exclusively used for risk management.
While valuations of the S&P 500 Index options are sensitive to a number of variables, valuations for S&P 500 Index options
purchased are most sensitive to changes in the S&P 500 Index value and the implied volatilities of this index. The Company
generally purchases fewer than five S&P 500 Index option contract per month, which all have an expiry date of one year
from the date of purchase.

The notional amount of the Company’s S&P 500 Index options at December 31, 2011 and 2010 was $303.1 million and
$303.8 million, respectively. Option premiums paid for the Company’s S&P 500 Index option contracts were $9.6 million
and $9.1 million for 2011 and 2010, respectively. The Company received $15.5 million and $12.8 million for options
exercised in 2011 and 2010, respectively.

The Company recognizes all derivative investments as assets or liabilities in the balance sheet at fair value. The Company
does not designate its derivatives as hedging instruments and thus does not use hedge accounting. As such, any change in
the fair value of the derivative assets and derivative liabilities is recognized as income or loss in the period of change. See
“Note 9—Fair Value” for additional information regarding the fair value of the Company’s derivative assets and liabilities.

The following table sets forth the fair value of the Company’s derivative assets and liabilities:

Derivatives Not Designated as Hedging Instruments December 31,
(In millions) 2011 2010
Assets:
Fixed maturity securities:
S&P 500 INAeX OPLONS .« o oo ottt ettt e e $ 72 $ 133
Liabilities:
Other policyholder funds:
Index-based INterest QUATANTEES . ... .......ouui ittt i $ 495 § 485

The following table sets forth the amount of gain or loss recognized in earnings from the change in fair value of the
Company’s derivative assets and liabilities:

Derivatives Not Designated as Hedging Instruments Years ended December 31,
(In millions) 2011 2010 2009
Net investment income:
S&P 500 INAEX OPUONS « .« vt ettt ettt ettt ettt e e $ 02)% 84 $ 47
Interest credited:
Index-based interest guarantees .............. ... ..l i (1.3) (5.8) 0.4
Net (J0S5) AN - . .ottt $ a5 % 26 $ 5.1

Fluctuations in the fair value of the S&P 500 Index options related to the volatility of the S&P 500 Index decreased net
investment income for 2011 and increased net investment income for 2010 and 2009. Fluctuations in the fair value of the
index-based interest guarantees related to the volatility of the S&P 500 Index and the Company’s annual update of the key
assumptions used to value the index-based interest guarantees, a process known as “unlocking,” increased interest credited
for 2011 and 2010 and decreased interest credited for 2009. The combined changes in the fair value of the S&P Index
options and the index-based interest guarantees resulted in a net loss for 2011 and net gains for 2010 and 2009.
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The Company does not bear derivative-related risk that would require it to post collateral with another institution, and its
index option contracts do not contain counterparty creditrisk-related contingent features. The Company is exposed to
the credit worthiness of the institutions from which it purchases its S&P 500 Index options and these institutions’
continued abilities to perform according to the terms of the contracts. The current values for the credit exposure have
been affected by fluctuations in the S&P 500 Index. The Company’s maximum credit exposure would require an increase
of approximately 13.2% in the value of the S&P 500 Index. The maximum credit risk is calculated using the cap strike price
within the Company’s index option contracts less the floor price, multiplied by the notional amount of the contracts.

The following table sets forth the fair value of the Company’s derivative assets and its maximum credit risk exposure
related to its derivatives:

December 31, 2011
Assets at Fair Maximum

(In millions) Value Credit Risk
Counterparty:
Merrill Lynch International ............ ... i $ 2.5 $ 8.0
The Bank of New York Mellon . ... ... o ittt it et e e ee s 4.1 10.3
Goldman Sachs . ..o e e e e e e et e 0.6 1.4
9 10 Y P $ 7.2 $ 197

12. DAC, VOBA AND OTHER INTANGIBLE ASSETS

DAC, VOBA and other acquisition related intangible assets are generally originated through the issuance of new business
or the purchase of existing business, either by purchasing blocks of insurance policies from other insurers or by the
outright purchase of other companies. The Company’s other intangible assets consist of certain customer lists from Asset
Management business acquired and an individual disability marketing agreement. See “Note 1—Summary of Significant
Accounting Policies—DAC, VOBA and Other Intangible Assets” for additional information.

In October 2010, the FASB issued ASU No. 2010-26, Accounting for Costs Associated with Acquiring or Renewing Insurance
Contracts. ASU No. 2010-26 amends the codification guidance for insurance entities to eliminate the diversity of accounting
treatment related to deferred acquisition costs. The Company estimates implementing this ASU will increase pretax
expenses approximately $3 to $4 million annually with a cumulative effect adjustment of approximately $20 to $25 million
in the initial year of adoption. The Company will adopt this guidance on a retrospective basis in the first quarter of 2012.
See “Note 1—Summary of Significant Accounting Policies—Accounting Pronouncements.”
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The following table sets forth activity for DAC, VOBA and other intangible assets:

Years ended
December 31,
(In millions) 2011 2010 2009
Carrying value at beginning of period:
DA L e $ 277.0 $ 2526 $ 249.2
VOB A . e 28.4 30.4 31.1
Other intangible assets . ... ... ... ..ttt 51.7 55.8 54.2
Total balance at beginning of period ............. ... ... ... ... ... ... 357.1 338.8 334.5
Deferred or acquired:
DAC .. 98.8 92.9 93.9
Otherintangible assets ........ ... ..ottt — 1.7 6.3
Total deferred oracquired . ... i 98.8 94.6 100.2
Amortized during period:
DA e e (70.8) (68.5) (90.5)
VOB A . e (2.0) (2.0) (0.7)
Other INtan@Iible @SSEtS . ..o\ vttt e ettt et e (7.6) (5.8) 4.7)
Total amortized during period .......... . (80.4) (76.3) (95.9)
Carrying value at end of period, net:
DA e 305.0 277.0 252.6
VOB A L e 26.4 28.4 30.4
Otherintangible assets ........ ... .ttt i e 44.1 51.7 55.8
Total carrying value atend of period .................. ... ... ... $ 3755 § 357.1 $ 338.8

The following table sets forth the amount of DAC and VOBA balances amortized in proportion to expected gross profits
and the percentage of the total balance of DAC and VOBA amortized in proportion to expected gross profits:

December 31, December 31,
2011 2010
(Dollars in millions) Amount Percent Amount Percent
DA C . $ 676 222% $ 63.6 23.0%
VOB A e 7.1 26.9 7.5 26.4

The value of DAC and VOBA is dependent on key assumptions. See “Note 1—Summary of Significant Accounting
Policies—DAC, VOBA and Other Intangible Assets” for a discussion of the key assumptions used to determine the values of
DAC and VOBA. Because actual results and trends related to these assumptions vary from those assumed, the Company
revises these assumptions annually to reflect its current best estimate of expected gross profits. As a result of this process,
known as “unlocking,” the cumulative balances of DAC and VOBA are adjusted with an offsetting benefit or charge to
income to reflect changes in the period of the revision. An unlocking event that results in an after-tax benefit generally
occurs as a result of actual experience or future expectations being favorable compared to previous estimates. An unlocking
event that results in an after-tax charge generally occurs as a result of actual experience or future expectations being
unfavorable compared to previous estimates. As a result of unlocking, the amortization schedule for future periods is also

adjusted.
The following table sets forth the impact of unlocking on DAC and VOBA balances:
Years ended
December 31,
(In millions) 2011 2010
Decrease to DAC and VOBA .. ... .ttt et ettt e ettt s $ 09 $ (0.5)
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Significant, unanticipated changes in key assumptions, which affect the determination of expected gross profits, may
result in a large unlocking event that could have a material effect on the Company’s financial position or results of
operations. However, future changes in DAC and VOBA balances due to changes in underlying assumptions are not
expected to be material.

The accumulated amortization of VOBA was $62.4 million and $60.4 million at December 31, 2011 and 2010,
respectively. The accumulated amortization of other intangible assets was $30.6 million and $23.0 million at December 31,
2011 and 2010, respectively. See “Note 1—Summary of Significant Accounting Policies—DAC, VOBA and Other Intangible
Assets” for a discussion on the amortization policies for VOBA and other intangible assets.

The following table sets forth the estimated net amortization of VOBA and other intangible assets for each of the next

five years:

(In millions) Amount
b2 12 OO $ 9.2
b2 0 K TR 8.3
D20 PP 8.2
b2 J PN 8.3
20 . e e e e e e e e e e 6.2

13. LIABILITY FOR UNPAID CLAIMS, CLAIM ADJUSTMENT EXPENSES AND OTHER POLICYHOLDER FUNDS

The liability for unpaid claims, claim adjustment expenses and other policyholder funds includes liabilities for insurance
offered on products such as group long term and short term disability, individual disability, group dental and group vision,
and group AD&D. The liability for unpaid claims and claim adjustment expenses is established when a claim is incurred or
is estimated to have been incurred but not yet reported to the Company and, as prescribed by GAAP, equals the Company’s
best estimate of the present value of the liability of future unpaid claims and claim adjustment expenses. This liability is
included in future policy benefits and claims in the consolidated balance sheets.

The following table sets forth the change in the liability for unpaid claims and claim adjustment expenses:

Years ended

December 31,
(In millions) 2011 2010 2009
Net balance at beginning of the year:
Balance at beginning of the year, gross of reinsurance ..................... $ 37163 $ 36513 $ 3,609.7
Less: reinsurance recoverable .. ... ... .. . . e (110.5) (106.9) (114.9)
Net balance at beginning of theyear . ........ ... .. .. .. ... o Lt 3,605.8 3,544.4 3,494.8
Incurred related to:
CUITENTYEAT . .ottt t ettt ettt e et et 1,077.1 1,010.3 1,020.5
Prioryear’sinterest ....... ... ... . i 175.9 176.1 174.8
Prior years .. ... ... o i (46.5) (116.3) (151.2)
Total incurred .. ... ... e e 1,206.5 1,070.1 1,044.1
Paid related to:
CUITENEYEAT .. oottt e e e ettt i (347.1) (323.3) (315.6)
Prioryear . . ... e (725.5) (685.4) (678.9)
Total paid .. ... e (1,072.6) (1,008.7) (994.5)
Netbalance atend of theyear ...... ... . ... .. . .. ... . i, 3,739.7 3,605.8 3,544.4
Plus: reinsurance recoverable .. ... ... . i e 117.3 110.5 106.9
Balance at end of the year, gross of reinsurance ........................ $ 38570 $ 37163 $ 3,651.3

Classified as future policy benefits and claims, but excluded from the table above are amounts recorded for group and
individual life reserves, group and individual annuity reserves, and individual disability active life reserves.
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The following table sets forth the reconciliation of amounts above to future policy benefits and claims as presented on
the consolidated balance sheets:

Years ended
December 31,
(In millions) 2011 2010 2009
Future policy benefitsand claims ............. ... ... . .. .. . ... $ 56836 $ 55023 $ 5,368.7
Less: Group Life reServes . .. ...ooooiii ittt (765.4) (750.5) (735.7)
Less: Individual life reserves . . ... ... ittt s (597.2) (595.8) (589.3)
Less: Group and individual annuity reserves ............... ... . oo, (244.2) (235.0) (201.5)
Less: Individual disability active lifereserves ......... ... ... .. ... (219.8) (204.7) (190.9)
Liability for unpaid claims and claim adjustment expenses ................ $ 38570 $§ 37163 § 3,651.3

The majority of the net liability balances are related to long term disability claims on which interest earned on assets backing
the reserves is a key component of reserving and pricing. The year-to-year development of incurred claims related to prior years
is therefore broken out into an interest portion and remaining incurred portion.

The changes in amounts incurred related to prior years are not the result of a significant change in an underlying
assumption or method used to determine the estimate. Instead the Company expects these amounts to change over time as
a result of the growth in the size of the Company’s in force insurance business and the actual claims experience with
respect to that business during the time periods captured for claims with an incurred date in years prior to the year of
valuation. Interest is also a key component in the year-to-year development of the reserves and therefore the positive
changes in amounts incurred related to prior years should not be taken as an indicator of the adequacy or inadequacy of
the reserves held. In each of the years captured, there was a decrease in incurred amounts associated with prior years after
the effect of interest is taken into account, indicating that in spite of the increase in long term disability claims incidence in
2011, claim experience was favorable when compared to the assumptions used to establish the associated reserves.
However, significant changes to assumptions regarding unpaid claims and claims adjustment expenses for prior periods in
the group long term disability reserves were not made in 2011, 2010 and 2009 primarily due to the long-term nature of this
product and the materiality of other factors including the potential impact of the economic uncertainty in 2011, 2010 and
2009. The Company carefully monitors trends in reserve assumptions and when these trends become credible and are
expected to persist, the Company incorporates these factors into its reserves to ensure best estimates are established.

The following table sets forth the composition of other policyholder funds:

Years ended
December 31,
(In millions) 2011 2010
Employer-sponsored defined contribution and benefit plansfunds ................... ... .. $ 16197 $ 1,526.4
Individual fixed-rate annuityfunds .. ....... .. o o 2,248 4 1,978.2
Indexed annuity funds . ......... o i e 386.9 395.1
£ 11 41 823.1 728.1
Total other policyholder funds ...... e e e et te et et et e e $ 50781 $ 4,627.8

The primary components of other policyholder funds are employer-sponsored defined contribution and benefit plan
funds, individual fixed-rate annuity funds and indexed annuity funds. The remaining balance is comprised primarily of
premiums on deposits, advanced premiums and experience related liabilities.

14. REINSURANCE
The Company manages insurance risk through the following practices:
Sound product design and underwriting.
Effective claims management.
Disciplined pricing.
Distribution expertise.
Broad diversification of risk by customer geography, industry, size and occupation.
Maintenance of a strong financial position.
Maintenance of reinsurance and risk pool arrangements.
Sufficient alignment of assets and liabilities to meet financial obligations.
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In order to limit its losses from large claim exposures, the Company enters into reinsurance agreements with other
insurance companies. The Company reviews its retention limits based on size and experience. The maximum retention
limit per individual for group life and AD&D is $750,000. The Company’s maximum retention limit per individual for
group disability insurance is $15,000 of monthly benefit. The Company’s maximum retention limit per individual for
individual disability insurance is $6,000 of monthly benefit.

Standard maintains a strategic marketing alliance with Ameritas Life Insurance Corp. (“Ameritas”) that offers Standard’s
policyholders more flexible dental coverage options and access to Ameritas’ nationwide preferred provider organization
panel of dentists. As part of this alliance, Standard and Ameritas entered into a reinsurance agreement. In 2011, the
agreement provided for 24.2% of the net dental premiums written by Standard and the risk associated with this premium
to be ceded to Ameritas.

Standard participates in a reinsurance and third-party administration arrangement with Northwestern Mutual Life
Insurance Company (“Northwestern Mutual”) under which Northwestern Mutual group long term and short term disability
products are sold using Northwestern Mutual’s agency distribution system. Generally, Standard assumes 60% of the risk
and receives 60% of the premiums for the policies issued. If Standard were to become unable to meet its obligations,
Northwestern Mutual would retain the reinsured liabilities. Therefore, in accordance with an agreement with Northwestern
Mutual, Standard established a trust for the benefit of Northwestern Mutual with the market value of assets in the trust
equal to Northwestern Mutual’s reinsurance receivable from Standard. The market value of assets required to be
maintained in the trust at December 31, 2011, was $230.6 million. Premiums assumed by Standard for the Northwestern
Mutual business accounted for approximately 3.0% of the Company’s total premiums for each of the three years 2011, 2010
and 2009. In addition to assuming risk, Standard provides product design, pricing, underwriting, legal support, claims
management and other administrative services under the arrangement.

In the fourth quarter of 2011, Standard entered into a Yearly Renewable Term (“YRT”) reinsurance agreement, with
Canada Life Assurance Company to cede a share of the Company’s group life insurance risk in order to reduce its losses
and provide relief in the event of a catastrophe.

The Company also maintains reinsurance coverage for certain catastrophe losses related to group life and AD&D with
partial coverage of nuclear, biological and chemical acts of terrorism. Through a combination of this agreement and its
participation in a catastrophe reinsurance pool discussed below, the Company has coverage of up to $480.6 million per
event.

The Company is part of a catastrophe reinsurance pool with other insurance companies. This pool spreads catastrophe
losses from group life and AD&D over 23 participating members. The annual fee paid by the Company in 2011 to
participate in the pool was less than $30,000. As a member of the pool, the Company is exposed to maximum potential
losses experienced by other participating members of up to $111.0 million for a single event for losses submitted by a single
company and a maximum of $277.9 million for a single event for losses submitted by multiple companies. The Company’s
percentage share of losses experienced by pool members will change over time as it is a function of the Company’s group
life and AD&D in force relative to the total group life and AD&D in force for all pool participants. The reinsurance pool
does not exclude war or nuclear, biological and chemical acts of terrorism.

The Terrorism Risk Insurance Act of 2002 (“TRIA”), which has been extended through 2014, provides for federal
government assistance to property and casualty insurers in the event of material losses due to terrorist acts on behalf of a
foreign person or foreign interest. Due to the concentration of risk present in group life insurance and the fact that group
life insurance is not covered under TRIA, an occurrence of a significant catastrophe or a change in the on-going nature
and availability of reinsurance and catastrophe reinsurance could have a material adverse effect on the Company.
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The following table sets forth reinsurance information:

Ceded to Assumed From Percentage of
Other Other Amount
(Dollars in millions) Gross Amount Companies Companies Net Amount Assumed to Net
2011:
Life insuranceinforce ..................... $ 350,623.1 $ 55,1260 $ 71.7 $ 295,568.8 —%
Premiums:
Life insurance and annuities . . .. .......... $ 9423 § 522 $ — $ 890.1 —_
Accident and health insurance ............ 1,241.8 76.1 97.5 1,263.2 7.7
Total premiums ...................... $ 2,184.1 §$ 128.3 $ 97.5 $ 2,153.3 4.5
2010:
Life insuranceinforce ..................... $ 3332111 $ 6,301.3 $ 84.8 $ 326,994.6 —%
Premiums:
Life insurance and annuities . . ............ $ 9209 § 541 §$ 0.1 $ 866.9 —_
Accident and health insurance ............ 1,198.4 72.9 105.3 1,230.8 8.6
Total premiums ...................... $ 2,119.3 § 1270 $ 1054 $ 2,097.7 5.0
2009:
Life insuranceinforce . .................... $ 305,500.1 $ 6,0126 $ 91.1 $ 299,578.6 —%
Premiums:
Life insurance and annuities . .. ........... $ 900.5 $ 56.3 $ 0.1 $ 844.3 —
Accident and health insurance ............ 1,196.4 479 109.1 1,257.6 8.7
Total premiums .. .........oveeeiinan.. $ 2,096.9 $ 1042 $ 109.2 $ 2,101.9 5.2

Recoveries recognized under reinsurance agreements were $75.9 million, $71.9 million and $75.2 million for 2011, 2010
and 2009, respectively. Amounts recoverable from reinsurers were $949.3 million and $938.3 million at December 31, 2011
and 2010, respectively. Of these amounts, $788.1 million and $786.6 million for 2011 and 2010, respectively, were from the
reinsurance transaction with Protective Life Insurance Company (“Protective Life”) effective January 1, 2001. See “Note
15—Reinsurance of Blocks of Business.”

15. REINSURANCE OF BLOCKS OF BUSINESS

Effective October 1, 2002, Standard entered into a reinsurance agreement with TIAA to assume TIAA’s group disability
and group life insurance business. This business included approximately 1,800 group insurance contracts, representing
650,000 insured individuals. Standard paid a ceding commission of approximately $75 million and received approximately
$705 million in assets and corresponding statutory liabilities. If Standard were to become unable to meet its obligations,
TIAA would retain the reinsured liabilities. Therefore, in accordance with the agreement with TIAA, Standard established a
trust for the benefit of TIAA with the market value of assets in the trust equal to TIAA’s reinsurance receivable from
Standard. The market value of assets required to be maintained in the trust is determined quarterly. The market value of
assets required to be maintained in the trust at December 31, 2011, was $282.8 million. Approximately $60.0 million in
VOBA was recorded related to the reinsurance agreement.

Effective October 1, 2000, Standard assumed, through a reinsurance agreement, the individual disability insurance
business of Minnesota Life. Standard paid a ceding commission of approximately $55 million and received approximately
$500 million in assets and corresponding statutory liabilities. If Standard were to become unable to meet its obligations,
Minnesota Life would retain the reinsured liabilities. Therefore, in accordance with the agreement with Minnesota Life,
Standard established a trust for the benefit of Minnesota Life with the market value of assets in the trust equal to Minnesota
Life’s reinsurance receivable from Standard. The market value of assets required to be maintained in the trust is
determined quarterly. The market value of assets required to be maintained in the trust at December 31, 2011, was $579.6
million. Accompanying the transaction was a national marketing agreement that provides access to Minnesota Life agents,
some of whom now market Standard’s individual disability insurance products. The national marketing agreement remains
in effect through 2012.
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Effective January 1, 2001, Standard ceded to Protective Life, through a reinsurance agreement, Standard’s individual life
insurance product line. Standard received a ceding commission of approximately $90 million and transferred to Protective
Life approximately $790 million in assets and corresponding statutory liabilities. If Protective Life were to become unable
to meet its obligations, Standard would retain the reinsured liabilities. Therefore, the liabilities remain on Standard’s
consolidated balance sheets, and an equal amount is recorded as a recoverable from the reinsurer. In accordance with the
agreement, Protective Life established a trust for the benefit of Standard with assets in the trust required to be equal to
Standard’s reinsurance receivable from Protective Life. The amount of assets required to be maintained in the trust is
determined quarterly.

In the fourth quarter of 2011, Standard entered into a YRT reinsurance agreement, with Canada Life Assurance
Company to cede a share of the Company’s group life insurance risk in order to reduce its losses and provide relief in the
event of a catastrophe.

16. INSURANCE INFORMATION

The following table sets forth insurance information:

Benefits,
Future Policy Other Net Claei::sland Other

Benefits Policyholder  Premium Investment Interest Amortization Operating

(In millions) DAC™ and Claims Funds Revenues Income Credited of DAC Expenses(®)
2011:

Insurance Services .......... $ 92374 % 54394 % 5793 $ 2,1453 $ 3413 $ 1,7555 $ 554 $ 5399

Asset Management .......... 67.6 2442  4,498.8 8.0 262.7 176.7 17.1 151.3

Total ................... $ 3050% 56836 $50781 § 21533 8§ 6040 % 1,9322 $§ 725 $ 6912
2010:

Insurance Services .......... $ 2135 % 5273 % 5692 $ 20562 % 33890 ¢% 15712 $ 512 $ 519.7

Asset Management .......... 63.5 235.0 4,058.6 415 251.0 207.0 12.4 150.2

Total ................... $ 2770 % 55023 $ 46278 $§ 20977 % 5899 % 17782 $ 636 $ 6699
2009:

Insurance Services .......... $ 1886 % 51672 % 5913 $ 20672 § 3351 % 15350 $ 538 $ 5193

Asset Management .......... 64.0 201.5 3,745.8 34.7 234.0 186.3 16.1 159.2

Total ................... $ 2526 $ 5,368.7 $ 43371 $ 21019 % 5691 % 1,721.3 § 699 §$§ 6785

) See “Note 1—Summary of Significant Accounting Policies—DAC, VOBA and Other Intangible Assets” And “Note 12—DAC, VOBA and Other Intangible
Assets.”

12 Other operating expenses include operating expenses, commissions and bonuses, premiwum taxes, interest expense and the net increase in DAC, VOBA and other
intangible assets.

17. REGULATORY MATTERS
Standard and The Standard Life Insurance Company of New York prepare their statutory financial statements in
accordance with accounting practices prescribed or permitted by their states of domicile. Prescribed statutory accounting
practices include state laws, regulations, and general administrative rules, as well as the Statements of Statutory Accounting
Practices (“SSAP”) set forth in publications of the National Association of Insurance Commissioners (“NAIC”).
Statutory accounting practices differ in some respects from GAAP. The principal statutory practices that differ from
GAAP are:
* Bonds and commercial mortgage loans are reported principally at adjusted carrying value and amortized cost,
respectively.
* Asset valuation and the interest maintenance reserves are provided as prescribed by the NAIC.
* Certain assets designated as non-admitted, principally deferred tax assets, furniture, equipment, and unsecured
receivables are not recognized as assets, resulting in a charge to statutory surplus.
¢ Annuity considerations with life contingencies, or purchase rate guarantees, are recognized as revenue when received.
* Reserves for life and disability policies and contracts are reported net of ceded reinsurance and calculated based on
statutory requirements, including required discount rates.
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* Commissions, including initial commissions and expense allowance paid for reinsurance assumed, and other policy
acquisition expenses are expensed as incurred.

¢ Initial commissions and expense allowance received for a block of reinsurance ceded net of taxes are reported as
deferred gains in surplus and recognized as income in subsequent periods.

* Federal income tax expense includes current income taxes defined as current year estimates of federal income taxes
and tax contingencies for current and all prior years and amounts incurred or received during the year relating to
prior periods, to the extent not previously provided.

¢ Deferred tax assets, net of deferred tax liabilities, which will be realized within three years, are considered admitted
assets and are included in the regulatory financial statements.

Standard and The Standard Life Insurance Company of New York are subject to statutory restrictions that limit the
maximum amount of dividends and distributions that they could declare and pay to StanCorp without prior approval of the
states in which the subsidiaries are domiciled. During 2011 and 2010, Standard made distributions to StanCorp totaling
$87.8 million and $244.0 million, respectively.

State insurance departments require insurance enterprises to adhere to minimum Risk-based Capital (“RBC”)
requirements promulgated by the NAIC. At December 31, 2011 and 2010, the insurance subsidiaries’ capital levels were
significantly in excess of that which would require corrective action by the insurance subsidiaries or regulatory agencies.
The Authorized Control Level RBC was $198.8 million and $200.0 million at December 31, 2011 and 2010, respectively.

The following table reconciles the statutory capital and surplus of the insurance subsidiaries based on statutory filings
with applicable insurance regulatory authorities to the Company’s GAAP equity:

December 31,

(In millions) 2011 2010
Statutory capital and surplus .. ... ... e e $ 1,1931 $ 1,226.8
Adjustments to reconcile to GAAP equity:
Future policy benefits and other policyholderfunds .................. ... ... ... .. ... 285.4 251.6
DAC, VOBA and other intangible assets ............. ... ... . i i, 346.4 321.9
Deferred tax Habilities .. ... ... .ttt i e e e (233.4) (211.4)
ASSEt ValUAtION TESEIVE . . .. ittt ettt ittt ettt e et et e ettt et et e 107.2 95.6
Valuation of INVEStIMEINTS . . ...ttt ittt ittt et it ettt ettt ety 368.7 264.7
Interest MaINtENANCE TESEIVE . ..\ttt ittt ettt ettt et e e e 19.8 12.6
Equity of StanCorp and its non-insurance subsidiaries ........................... ... ... (206.9) (150.9)
NoON-admitted ASSELS . . .o\t i it ittt it ettt et e e e e 266.6 216.6
Prepaid pension Cost ... ... (89.6) (40.8)
Accrued retirement and defined benefitplans . ......... .. ... ... (385.1) (46.9)
Capital lease OblIGAtioNS . ..... ..ottt e (2.1) (3.2)
Special surplus in accordance with SSAPNo. I0R ... ... ... it 8.6 (11.4)
(@14 4T3 220 + =1 A O (18.2) (13.1)
GAAP €qUILY ... $ 20105 $§ 19121
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The following table reconciles statutory gain from operations based on statutory filings with applicable insurance
regulatory authorities to the Company’s GAAP net income:

Years ended
December 31,
(In millions) 2011 2010 2009
Statutory gain from OPerations . ... ..........totntt it e $ 1258 $§ 1955 $ 2245
Adjustments to reconcile to GAAP net income:
Future policy benefits and other policyholderfunds .. ................. ... .. ... 48.0 11.6 2.
DAC and VOBA, net of amoOrtization . . ...o. vt iin i e it eeniineenneennan 22.8 26.6 23.2
Deferred inCOME tAXES . . oottt ittt it et ettt et et et (43.1) 4.6 13.2
CUITENT INCOMIE TAXES .« .+t ot e v ue ettt e et ettt et e e e ettt ia e 24.7 1.3 (4.6)
Earnings of StanCorp and its non-insurance subsidiaries ......................... (18.9) (45.3) (27.5)
Reinsurance ceding commission ........... ... . i i i e (15.2) (16.1) (13.9)
Reserve increase due to change in valuation basis ........... ... ... ... ... ... —_— — (8.1)
Deferred capital gains (interest maintenance reserve) ..............ovuuuveeenn.. 7.2 11.6 4.1
Other, Met ...t i e e e e e e e (12.0) (0.8) 0.1
GAAP NELINCOME . . oottt ettt et et e ettt ettt ettt ettt e $ 1393 $ 189.0 $§ 208.9

18. LONG-TERM DEBT

The Company has $250 million of 6.875%, 10-year senior notes (“Senior Notes”), which mature on September 25, 2012.
The principal amount of the Senior Notes is payable at maturity and interest is payable semi-annually in April and October.
Given the maturity date of the Senior Notes, they have been classified as short-term debt as of December 31, 2011.

The Company has $300 million of 6.90%, junior subordinated debentures (“Subordinated Debt”), which matures on
June 1, 2067, is non-callable at par for the first 10 years (prior to June 1, 2017) and is subject to a replacement capital
covenant. The covenant limits replacement of the Subordinated Debt for the first 40 years to be redeemable after year 10
(on or after June 1, 2017) and only with securities that carry equity-like characteristics that are the same as or more equity-
like than the Subordinated Debt. The principal amount of the Subordinated Debt is payable at final maturity. Interest is
payable semi-annually in June and December for the first 10 years up to June 1, 2017, and quarterly thereafter at a floating
rate equal to three-month LIBOR plus 2.51%. StanCorp has the option to defer interest payments for up to five years. The
declaration and payment of dividends to shareholders would be restricted if the Company elected to defer interest
payments on its Subordinated Debt. If elected, the restriction would be in place during the interest deferral period.
StanCorp is currently not deferring interest on the Subordinated Debt.

The following table sets forth the Company’s long-term debt:

December 31,

(In millions) 2011 2010
Long-term debt:
SEIIOT TIOLES « « o vt et ettt e e e e e e e e e e e e e e e e e $ — § 2500
Subordinated debt . ... ... ... e 300.0 300.0
Other long-term bOTTOWINGS ... ... .. i i 0.9 1.9
Totallongtermdebt ... ... .. .. . e $ 3009 $ 5519

19. COMMITMENTS AND CONTINGENCIES
Litigation Contingencies

In the normal course of business, the Company is involved in various legal actions and other state and federal
proceedings. A number of actions or proceedings were pending at December 31, 2011. In some instances, lawsuits include
claims for punitive damages and similar types of relief in unspecified or substantial amounts, in addition to amounts for
alleged contractual liability or other compensatory damages. In the opinion of management, the ultimate liability, if any,
arising from the actions or proceedings is not expected to have a material effect on the Company’s business, financial
position, results of operations or cash flows.
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Senior Unsecured Revolving Credit Facility (“Facility”) Contingencies

The Company maintains a $200 million Facility, which will remain at $200 million through June 15, 2012 and will then
decrease to $165 million until final maturity on June 15, 2013. Borrowings under the Facility will continue to be used to
provide for working capital and general corporate purposes of the Company and its subsidiaries and the issuance of letters
of credit.

Under the agreement, StanCorp is subject to two financial covenants that are based on the Company’s ratio of total debt
to total capitalization and consolidated net worth. The Facility is subject to performance pricing based upon the Company’s
ratio of total debt to total capitalization and includes interest based on a Eurodollar margin, plus facility and utilization
fees. At December 31, 2011, StanCorp was in compliance with all financial covenants under the Facility and had no
outstanding balance on the Facility.

Operating Lease Commitments

The Company leases certain buildings and equipment under non-cancelable operating leases that expire in various years
through 2020. Most of these leases have renewal options for periods ranging from one to twelve years.

The following table sets forth future minimum payments under the leases:

(In millions)

b2 0 3 1O $ 104
52 0 1 GO PP 7.9
2004 e e e e e 3.6
b2 13 1 S O 2.5
b2 0 1 OO 2.2
Thereafter . . oo e e e e e 2.9

Total rent expense was $16.4 million, $14.5 million and $23.5 million for the years ended December 31, 2011, 2010 and
2009, respectively.

The following table sets forth the minimum future rental receivables on non-cancelable leases of retail and office space
with initial terms of one year or more:

(In millions)

520 $ 83
524 0 1 7O 7.3
.03 I S OO 5.7
52 03 5 Z5 O 5.3
2000 .ot e e e e e e e e e e e e, 3.4
=3 7= Y 7 O 5.2

Other Financing Obligations

The Company’s financing obligations include long-term debt and capital lease payment obligations as well as
commitments to fund commercial mortgage loans.

The Company’s debt obligations consisted primarily of the $250 million 6.875% Senior Notes and the $300 million
6.90% Subordinated Debt. See “Note 18—Long-Term Debt” for additional information.

In the normal course of business, the Company commits to fund commercial mortgage loans generally up to 90 days in
advance. At December 31, 2011, the Company had outstanding commitments to fund commercial mortgage loans totaling
$105.0 million, with fixed interest rates ranging from 5.125% to 6.375%. These commitments generally have fixed
expiration dates. A small percentage of commitments expire due to the borrower’s failure to deliver the requirements of
the commitment by the expiration date. In these cases, the Company will retain the commitment fee and good faith
deposit. Alternatively, if the Company terminates a commitment due to the disapproval of a commitment requirement, the
commitment fee and good faith deposit may be refunded to the borrower, less an administrative fee.
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20. SEVERANCE, LEASE TERMINATIONS AND TRANSITION COSTS

During 2011, the Company identified opportunities to improve information technology service efficiencies and incurred
$9.7 million in severance and other transitional costs related to restructuring. In addition, the Company also incurred $1.3
million in severance and lease termination costs associated with the restructuring of a non-core service function. Costs
associated with these project initiatives were completed in 2011. Of the $11.0 million expensed, $9.7 million resulted in
cash expenditures during 2011. These costs were included in the Other category. See “Note 5—Segments.”

The following table sets forth the expenses incurred for 2011 by major category:

Beginning Accrued  Charged to Ending Accrued
(In millions) Liability Expense, Net Expenditures Liability
SEVETANICE . . vttt ittt e e ettt $ — $ 41 $ 3.1 $ 1.0
Lease terminations ............c. it innrnnennnnn. 0.7 1.7 1.4 1.0
Transition and other restructuring costs .................... — 52 5.2 —

$ 0.7 $ 110 $ 97 $ 2.0

SUPPLEMENTARY DATA
Quarterly Financial Information (Unaudited)
The following tables set forth select unaudited financial information by calendar quarter:

, 2011

(In millions—except per share data) 4th Quarter 3rd Quarter 2nd Quarter  1st Quarter
PremIUITIS . .ottt ettt e e e e e e $ 5427 $ 5398 $ 5370 $ 5338
AdmInIStrative fES . . . ...ttt i i e e e e 28.1 28.5 29.5 29.4
Net Investment INCOME . . ..ottt ittt it e ettt ettt et 1559 147.3 152.6 157.0
Net capital gains (losses) .......... ... i i 1.0 7.7 (13.1) (2.5)

TOLAl FEVEMUES . . oo ettt ettt e e e e et e e e 727.7 723.3 706.0 717.7
Benefits to policyholders . . ........ ... 446.5 432.2 452.4 440.1
FA =81 4T o o U= O 39.3 47.5 18.8 33.7
Net income per common share:

BasiC . ... e e e e e $ 089 § 1.07 $ 042 % 0.73

Diluted ..o e e e e 0.89 1.07 0.42 0.73

2010

{In millions—except per share data) 4th Quarter 3rd Quarter 2nd Quarter Ist Quarter
PreIMIUINS .« ot ittt et et e e e e e $ 5245 $ 5328 $ 5329 $ 5075
Administrative fees . . . ... ... i e e e e 29.8 29.1 29.3 28.3
Net Investment iNCOME . .. .. vtu ittt ettt et ettt et et n 158.0 152.7 141.9 149.9
Net capital losses ........ ... i i e 2.1 (29.6) (12.9) (7.0)

TOtal TEVENUES . . .ottt et e e e et e e e e 710.2 685.0 691.2 678.7
Benefits to policyholders . . .......... .. . o o o 412.1 400.9 424.4 382.4
= A0 Vs 3o s (= 52.0 46.2 41.1 49.7
Net income per common share

BasiC . .. e e e $ 113 § 099 §$ 087 $ 1.05

Diluted ... e e 1.12 099 0.87 1.04

item 9. Changes in and Disagreements With Accountant on Accounting and Financial Disclosure

None.
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Item 9A. CONTROLS AND PROCEDURES

Management of StanCorp Financial Group, Inc. (the “Company”) has evaluated, under the supervision and with the
participation of the Company's Chief Executive Officer and Chief Financial Officer, the effectiveness of the design and
operation of the Company’s “disclosure controls and procedures” (as defined in the Securities Exchange Act of 1934 (the
“Exchange Act”) Rules 13a-15(c) and 15d-15(c)) as of the end of the period covered by this report. Based on this
evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that the Company’s disclosure controls
and procedures were effective at December 31, 2011, and designed to provide reasonable assurance that material
information relating to the Company and its cohsolidated subsidiaries is recorded, processed, summarized and reported
within the time periods specified in the Securities and Exchange Commission’s rules and forms, and is accumulated and
communicated to management, including the Company’s Chief Executive Officer and Chief Financial Officer, as
appropriate, to allow timely decisions regarding required disclosure.

Changes in internal control over financial reporting

There have not been any changes in the Company’s internal control over financial reporting (as such term is defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter to which this report relates that have
materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

In 2011, as part of an ongoing effort to reduce costs and improve capabilities, the Company initiated a project to
outsource certain information technology functions. The Company transitioned work to the outside service provider in the
fourth quarter of 2011. The outsourcing of certain information technology functions was not in response to any identified
deficiency or weakness in our internal control over financial reporting. The outsourcing initiative is part of an ongoing
effort to reduce long-term costs and improve overall capabilities, but in the short-term may increase our control risk as we
complete the transition.

Management’s annual report on internal control over financial reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over financial
reporting. The Company’s internal control system was designed to provide reasonable assurance regarding the reliability of
financial reporting and preparation of financial statements for external purposes in accordance with accounting principles
generally accepted in the United States of America. All internal control systems, no matter how well designed, have
inherent limitations and may not prevent or detect misstatements. Therefore, even those systems determined to be effective
can provide only reasonable assurance with respect to financial statement preparation and presentation. Company
management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2011.
In making this assessment, it used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission in Internal Control—Integrated Framework. Company management concluded that based on its assessment, the
Company’s internal control over financial reporting was effective as of December 31, 2011. The effectiveness of the
Company’s internal control over financial reporting as of December 31, 2011 was audited by Deloitte & Touche LLP, an
independent registered public accounting firm, as stated in their report, which is included below.

Attestation report of the registered public accounting firm
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Part I1

To the Board of Directors and Stockholders of
StanCorp Financial Group, Inc.
Portland, Oregon

We have audited the internal control over financial reporting of StanCorp Financial Group, Inc., and subsidiaries (the
“Company”) as of December 31, 2011, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control
over financial reporting, included in the accompanying Management’s Annual Report on Internal Control over Financial
Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on
our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company'’s principal executive and principal financial officers, or persons performing similar functions, and effected by the
company’s board of directors, management, and other personnel to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles.

A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the
company are being made only in accordance with authorizations of management and directors of the company; and
(8) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition
of the company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial
reporting to future periods are subject to the risk that the controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2011, based on the criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheet, and the related consolidated statements of income and comprehensive income,
changes in shareholders’ equity, and cash flows as of and for the year ended December 31, 2011 of the Company and our
report dated February 24, 2012 expressed an unqualified opinion on those financial statements.

/s/ DELOITTE & TOUCHE LLP

Portland, Oregon
February 24, 2012

STANCORP FINANCIAL GROUP, INC.



item 9B. Other Information
On November 15, 2011, the Board of Directors approved a proposal to amend the 1999 Employee Share Purchase Plan,

changing the timing of the offering periods. No other changes have been made to the existing 1999 Employee Share
Purchase Plan. A copy of the agreement is attached hereto and filed herewith as Exhibit 10.3.

On February 14, 2012, the Board of Directors approved a revised form of the Corporate Governance Guidelines, as
amended. A copy of the form is attached hereto and filed herewith as Exhibit 99.1.
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Part 11

Item 10. Directors, Executive Officers and Corporate Governance

Information required by Item 10 relating to directors of StanCorp Financial Group, Inc. (the “Company”) is set forth
under the caption “Election of Directors” in the 2012 Proxy Statement and is incorporated herein by reference.

For information on the executive officers of the registrant, see Part I, Item 4A, “Executive Officers of the Registrant.”

Information relating to beneficial ownership reporting compliance by directors and executive officers of the Company
pursuant to Section 16(a) of the Securities Exchange Act of 1934 (the “Exchange Act”) is set forth under the caption
“Section 16(a) Beneficial Ownership Reporting Compliance” in the 2012 Proxy Statement, and is incorporated herein by
reference.

The Company has codes of business ethics for all directors, senior executive officers, including the President and Chief
Executive Officer, the Senior Vice President and Chief Financial Officer and the Vice President and Controller of StanCorp
(its principal executive officer, principal financial officer and principal accounting officer, respectively), and employees of
the Company. The codes of business ethics are available on the Company’s investor website located at
www.stancorpfinancial.com. A copy of the codes of business ethics will be provided without charge to any person who
requests them by writing or telephoning the Company’s Shareholder Services Department, StanCorp Financial Group, Inc.,
1100 SW Sixth Avenue, Portland, OR 97204, (800) 378-8360. The Company will disclose on its investor website any
amendments to or waivers from its codes of business ethics applicable to directors or executive officers of StanCorp,
including the Chairman, President and Chief Executive Officer, the Senior Vice President and Chief Financial Officer and
the Vice President and Controller in accordance with all applicable laws and regulations.

AUDIT COMMITTEE

StanCorp has a separately designated standing Audit Committee established in accordance with Section 3(a)58(A) of the
Exchange Act. Information regarding the members of the Audit Committee is reported under the caption “Corporate
Governance—Committees of the Board” in the Company’s 2012 Proxy Statement, herein incorporated by reference.

AUDIT COMMITTEE FINANCIAL EXPERT
Information required by Item 10 regarding the Audit Committee Financial Expert is reported under the caption
“Corporate Governance—Committees of the Board” in the Company’s 2012 Proxy Statement and is incorporated herein by

reference.

item 11. Executive Gompensation

Information required by Item 11 regarding executive compensation and related matters is reported under the captions
“Director Compensation,” “Executive Compensation,” “Compensation Discussion and Analysis” and “Report of the
Organization & Compensation Committee” in the Company’s 2012 Proxy Statement, herein incorporated by reference.

item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Information required by Item 12 regarding security ownership of certain beneficial owners and management is reported
under the caption “Security Ownership of Certain Beneficial Owners” and “Share Ownership of Directors and Officers” in
the Company’s 2012 Proxy Statement, herein incorporated by reference.

STANCORP FINANGIAL GROUP, INC.



Part III

EQUITY COMPENSATION PLANS

The Company has two active equity compensation plans, both of which have been approved by shareholders. These are
the 2002 Stock Incentive Plan (“2002 Plan”) and the 1999 Employee Share Purchase Plan (“ESPP”).

The following table sets forth the shares to be issued subject to outstanding options and the shares otherwise available for
issue under these plans as of December 31, 2011:

(c) Number of
securities for

future
(a) Number of issuance
securities to (b) Weighted-  under equity
be issued average compensation
upon exercise  exercise price plans
of outstanding  of outstanding (excluding
options, options, securities
warrants and warrants and reflected in
Plan category rights rights column (a))
Equity compensation plans approved by security holders ..................... 2,981,833 § 40.84 1,424,843

Equity compensation plans not approved by security holders .................. —_ — —

As of December 31, 2011, there were 158,608 shares available for issuance under the ESPP and there were 1,266,235
shares available to be issued as options or stock awards under the 2002 Plan. Of the shares available for issuance under the
2002 Plan, only 740,194 shares could be issued as stock awards. Shares issuable under performance share awards are not
included in calculating the weighted-average price of outstanding options, warrants and rights.

Item 13. Certain Relationships and Related Transactions, and Director Independence

Information required by Item 13 regarding certain relationships and related transactions, and director independence is
reported under the captions “Corporate Governance—Director Independence” and “Transactions with Related Parties” in
the Company’s 2012 Proxy Statement, herein incorporated by reference.

Item 14. Principle Accountant Fees and Services

Information required by Item 14 regarding principal accounting fees and services is reported under the caption
“Proposal to Ratify Appointment of Independent Registered Public Accounting Firm” in the Company’s 2012 Proxy
Statement, herein incorporated by reference.
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Part I11

Item 15. Exhibits and Financial Statement Schedules

(a) Index of documents filed as part of the report:

1. The following Consolidated Financial Statements of StanCorp are included in Item 8, “Financial Statements and
Supplementary Data.”
Report of Independent Registered Public Accounting Firm
Consolidated Statements of Income and Comprehensive Income for the years ended December 31, 2011, 2010
and 2009
Consolidated Balance Sheets at December 31, 2011 and 2010
Consolidated Statements of Changes in Shareholders’ Equity for the years ended December 31, 2011, 2010 and
2009
Consolidated Statements of Cash Flows for the years ended December 31, 2011, 2010 and 2009
Notes to Consolidated Financial Statements
2. The following Financial Statement Schedules of StanCorp are included in Item 8, “Financial Statements and
Supplementary Data—Notes to Consolidated Financial Statements.” Schedules not referenced are inapplicable or
not required.
Condensed Financial Information of Registrant
Valuation and Qualifying Accounts
Summary of Investments—Other Than Investments in Affiliates
Supplementary Insurance Information
Reinsurance
3.  Exhibits Index
Number Name
3.1 Articles of Incorporation of StanCorp Financial Group, Inc., As Amended
3.2 Bylaws of StanCorp Financial Group, Inc.
4.1 Amended and Restated Rights Agreement
4.2 Form of Indenture Relating to Senior Debt Securities
43 StanCorp Financial Group, Inc. and U.S. Bank National Association as Trustee, First Supplemental
Indenture, Dated as of September 25, 2002
4.4 First Supplemental Indenture, dated May 29, 2007, between the Company and U.S. Bank National
Association
4.5 Replacement Capital Covenant dated May 29, 2007, for the benefit of holders of the Company’s 6.875%
Senior Notes due 2012
10.1 StanCorp Financial Group, Inc. 1999 Omnibus Stock Incentive Plan, As Amended
10.2 Amendment No. 3 to StanCorp Financial Group, Inc. 1999 Omnibus Stock Incentive Plan
10.3 StanCorp Financial Group, Inc. 1999 Employee Share Purchase Plan, As Amended
10.4 Standard Insurance Company Supplemental Retirement Plan for the Senior Officer Management Group
2008 Restatement
10.5 StanCorp Financial Group, Inc. Deferred Compensation Plan for Senior Officers 2008 Restatement
10.6 StanCorp Financial Group, Inc. Amended 2002 Stock Incentive Plan
10.7 Form of StanCorp Financial Group, Inc. 2002 Stock Incentive Plan, As Amended Restricted Stock
Agreement
10.8 Form of StanCorp Financial Group, Inc. 2002 Stock Incentive Plan Non-Statutory Stock Option
Agreement for Senior Officers
10.9 Form of StanCorp Financial Group, Inc. 2002 Stock Incentive Plan Non-Statutory Stock Option
Agreement for Directors
10.10 StanCorp Financial Group, Inc. Short-Term Incentive Plan
10.11 StanCorp Financial Group, Inc. Deferred Compensation Plan for Directors—2008 Restatement

STANCORP FINANCIAL GROUP, INC.



Number

Name

10.12
10.13

10.14
10.15

10.16

10.17

10.18

12.1

14.1

14.2

14.3

21

23

24

31.1

31.2

32.1

32.2

99.1
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Form of Executive Officer and Director Indemnity Agreement

Credit Agreement Dated as of June 15, 2006, Among StanCorp Financial Group, Inc., as Borrower, The
Lenders Listed Herein, as Lenders, Wells Fargo Bank, National Association, as Administrative Agent,
and U.S. Bank National Association, as Syndication Agent, $200,000,000

Form of Change of Control Agreement, as amended

Form of StanCorp Financial Group, Inc. Long-Term Incentive Award Agreement ( Performance
Period)

Credit Agreement Extension Dated as of May 9, 2007, Among StanCorp Financial Group, Inc., as
Borrower, The Lenders Listed Herein, as lenders, Wells Fargo Bank, National Association, as
Administrative Agent, and U.S. Bank National Association, as Syndication Agent, $200,000,000

Credit Agreement Extension Dated as of June 15, 2008, Among StanCorp Financial Group, Inc., as
Borrower, The Lenders Listed Herein, as lenders, Wells Fargo Bank, National Association, as
Administrative Agent, and U.S. Bank National Association, as Syndication Agent, $165,000,000

StanCorp Financial Group, Inc. Deferred Compensation Plan for Senior Officers—First Amendment

Statement Regarding Computation of Ratio of Earnings to Fixed Charges

Code of Business Conduct and Ethics for the Board of Directors

Code of Ethics for Senior Officers

Guide to Business Conduct

Subsidiaries of the Registrant

Consent of Independent Registered Public Accounting Firm

Power of Attorney of Directors of StanCorp Financial Group, Inc.

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Amended StanCorp Financial Group, Inc. Corporate Governance Guidelines dated February 14, 2012

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document

XBRL Taxonomy Extension Definition Linkbase Document

XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized in Portland, Oregon on February 24,
2012.

STANCORP FINANCIAL GROUP, INC.

By: /s/ J. GREG NESS
J. Greg Ness

Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ J. GREG NESS Chairman, President and Chief Executive February 24, 2012
J. Greg Ness Officer (Principle Executive Officer),
Director
/s/ FLOYD F. CHADEE Senior Vice President and Chief Financial February 24, 2012
Floyd F. Chadee Officer (Principal Financial Officer)
/s/ ROBERT M. ERICKSON Vice President and Controller (Principal February 24, 2012
Robert M. Erickson Accounting Officer)
- Director February 13, 2012
Eric E. Parsons .
- Director February 13, 2012
Virginia L. Anderson
- - Director February 13, 2012
Frederick W. Buckman
- - Director February 13, 2012
Stanley R. Fallis
- Director February 13, 2012
Duane C. McDougall
- Director February 13, 2012
George J. Puentes
- Director February 13, 2012
Mary F. Sammons
- Director February 13, 2012
E. Kay Stepp
- Director February 13, 2012
Michael G. Thorne
- Director February 13, 2012

Ronald E. Timpe

*By: /s/ FLOYD F. CHADEE
Floyd F. Chadee, as Attorney-in-fact
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EXHIBITS INDEX

Number

Name

Method of Filing

3.1

3.2

4.1

4.2

4.3

4.4

4.5

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

Articles of Incorporation of StanCorp Financial
Group, Inc., As Amended

Bylaws of StanCorp Financial Group, Inc.

Amended and Restated Rights Agreement

Form of Indenture Relating to Senior Debt
Securities

StanCorp Financial Group, Inc. and U.S. Bank
National Association as Trustee, First Supplemental
Indenture, Dated as of September 25, 2002

First Supplemental Indenture, dated May 29, 2007,
between the Company and U.S. Bank National
Association

Replacement Capital Covenant dated May 29, 2007,
for the benefit of holders of the Company’s 6.875%
Senior Notes due 2012

StanCorp Financial Group, Inc. 1999 Omnibus
Stock Incentive Plan, As Amended

Amendment No. 3 to StanCorp Financial Group,
Inc. 1999 Omnibus Stock Incentive Plan

StanCorp Financial Group, Inc. 1999 Employee
Share Purchase Plan, As Amended

Amendment No. 1 to StanCorp Financial Group,
Inc. 1999 Employee Share Purchase Plan

Standard Insurance Company Supplemental
Retirement Plan for the Senior Officer
Management Group 20083 Restatement

StanCorp Financial Group, Inc. Deferred
Compensation Plan for Senior Officers 2008
Restatement

StanCorp Financial Group, Inc. Amended 2002
Stock Incentive Plan

Form of StanCorp Financial Group, Inc. 2002 Stock
Incentive Plan Non-Statutory Stock Option
Agreement for Senior Officers

Filed as Exhibit 3.1 on Registrant’s Form 10-Q,
dated August 3, 2010, and incorporated herein by
this reference

Filed as Exhibit 3.2 on Registrant’s Form S-1A,
dated March 12, 1999, and incorporated herein by
this reference

Filed as Exhibit 4.1 on Registrant’s 10-Q, dated
August 3, 2011, and exhibits to this Agreement filed
as Exhibit 4.1 on Registrants 10-Q, dated November
2, 2011, and incorporated herein by this reference.
Filed as Exhibit 4 (c) on the Registrant’s Form S-3,
dated July 3, 2002, and incorporated herein by this
reference

Filed as Exhibit 4.1 on the Registrant’s Form 8-K,
dated September 25, 2002, and incorporated
herein by this reference

Filed as Exhibit 4.1 on Registrant’s 8-K, dated

May 30, 2007, and incorporated herein by this
reference

Filed as Exhibit 4.2 on Registrant’s 8-K, dated

May 30, 2007, and incorporated herein by this
reference

Filed as Exhibit 10.2 on Registrant’s Form 10-Q,
dated August 14, 2000, and incorporated herein by
this reference

Filed as Exhibit 10.3 on Registrant’s Form 10-K,
dated March 10, 2005, and incorporated herein by
this reference

Filed herewith

Filed as Exhibit 10.5 on Registrant’s Form 10-K,
dated March 10, 2005, and incorporated herein by
this reference

Filed as Exhibit 10.3 on the Registrant’s Form 10-Q,
dated May 8, 2008, and incorporated herein by this
reference

Filed as Exhibit 10.6 on Registrant’s Form 10-K,
dated February 27, 2008, and incorporated herein
by this reference

Filed as Exhibit 10.1 on Registrant’s Form 10-Q,
dated May 8, 2008, and incorporated herein by this
reference

Filed as Exhibit 10.9 on the Registrant’s Form 10-K

dated February 25, 2009, and incorporated herein
by this reference
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Number

Name

Method of Filing

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

12.1

14.1

14.2

Form of StanCorp Financial Group, Inc. 2002
Stock Incentive Plan Non-Statutory Stock Option
Agreement for Directors

StanCorp Financial Group, Inc. Short-Term
Incentive Plan

StanCorp Financial Group, Inc. Deferred
Compensation Plan for Directors—2008
Restatement

Form of Executive Officer and Director Indemnity
Agreement

Credit Agreement Dated as of June 15, 2006,
Among StanCorp Financial Group, Inc., as
Borrower, The Lenders Listed Herein, as Lenders,
Wells Fargo Bank, National Association, as
Administrative Agent, and U.S. Bank National
Association, as Syndication Agent, $200,000,000

Form of Change of Control Agreement, As
Amended

Form of StanCorp Financial Group, Inc.
Long-Term Incentive Award Agreement
( Performance Period)

Credit Agreement Extension Dated as of May 9,
2007, Among StanCorp Financial Group, Inc., as
Borrower, The Lenders Listed Herein, as lenders,
Wells Fargo Bank, National Association, as
Administrative Agent, and U.S. Bank National
Association, as Syndication Agent, $200,000,000

Credit Agreement Extension Dated as of June 15,
2008, Among StanCorp Financial Group, Inc., as
Borrower, The Lenders Listed Herein, as lenders,
Wells Fargo Bank, National Association, as
Administrative Agent, and U.S. Bank National
Association, as Syndication Agent, $165,000,000

StanCorp Financial Group, Inc. Deferred
Compensation Plan for Senior Officers—First
Amendment

Statement Regarding Computation of Ratio of
Earnings to Fixed Charges

Code of Business Conduct and Ethics for the Board
of Directors

Code of Ethics for Senior Officers

STANCORP FINANCIAL GROUP, INC.

Filed as Exhibit 10.4 on the Registrant’s Form
10-Q, dated May 8, 2008, and incorporated herein
by this reference

Filed as Exhibit 10.11 on the Registrant’s Form

10-K dated February 25, 2010, and incorporated
herein by this reference

Filed as Exhibit 10.15 on Registrant’s Form 10-
K, dated February 27, 2008, and incorporated
herein by this reference

Filed as Exhibit 10.25 on Registrant’s Form 10-Q,
dated August 9, 2005, and incorporated herein by
this reference

Filed as Exhibit 10.1 on the Registrant’s Form 8K,
dated June 16, 2006, and incorporated herein by
this reference

Filed as Exhibit 10.1 on Registrant’s Form 8-K,
dated December 15, 2010, and incorporated herein
by this reference

Filed as Exhibit 10.21 on Registrant’s Form 10-K
dated February 25, 2011, and incorporated herein
by this reference

Filed as Exhibit 10.1 on Registrant’s Form 8-K,
dated May 9, 2007, and incorporated herein by this
reference

Filed as Exhibit 10.1 on Registrant’s Form 8-K,
dated June 15, 2008, and incorporated herein by
this reference

Filed as Exhibit 10.1 on Registrant’s Form 10-Q,
dated November 4, 2008, and incorporated herein
by this reference

Filed herewith

Filed as Exhibit 14.1 on Registrant’s Form 10-K,
dated March 5, 2004, and incorporated herein by
this reference

Filed as Exhibit 14.2 on Registrant’s Form 10-K,
dated March 5, 2004, and incorporated herein by
this reference



Number Name Method of Filing
14.3 Guide to Business Conduct Filed as Exhibit 14.3 on Registrant’s Form 10-K,
dated February 25, 2010, and incorporated herein
by this reference
21 Subsidiaries of the Registrant Filed herewith
23 Consent of Independent Registered Public Filed herewith
Accounting Firm
24 Power of Attorney of Directors of StanCorp Filed herewith
Financial Group, Inc.
31.1 Certification of Chief Executive Officer pursuant  Filed herewith
to Section 302 of the Sarbanes-Oxley Act of 2002
31.2 Certification of Chief Financial Officer pursuant Filed herewith
to Section 302 of the Sarbanes-Oxley Act of 2002
32.1 Certification of Chief Executive Officer pursuant  Filed herewith
to Section 906 of the Sarbanes-Oxley Act of 2002
32.2 Certification of Chief Financial Officer pursuant Filed herewith
to Section 906 of the Sarbanes-Oxley Act of 2002
99.1 Amended StanCorp Financial Group, Inc. Filed herewith
Corporate Governance Guidelines dated February
14, 2012
101.INS XBRL Instance Document *
101.SCH XBRL Taxonomy Extension Schema Document *
101.CAL XBRL Taxonomy Extension Calculation Linkbase  *
Document
101.DEF XBRL Taxonomy Extension Definition Linkbase *
Document
101.LAB XBRL Taxonomy Extension Label Linkbase *
Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase *

Document

* Pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration statement or prospectus for purposes of

Sections 11 or 12 of the Securities Act of 1933, as amended, or Section 18 of the Securities and Exchange Act of 1934, as amended and otherwise are not

subject to liability under those sections.
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